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UNITED STATES DISTRICT COURT 
FOR THE DISTRICT OF COLUMBIA 



FEDERAL NATIONAL MORTGAGE ASSOCIATION, 
Plaintiff, 



V. 



NATIONAL UNION FIRE INSURANCE COMPANY OF 
PITTSBURGH, PA, 

Defendant. 



Case No.: 



JURY TRIAL DEMANDED 



COMPLAINT 

Plaintiff, Federal National Mortgage Association ("Fannie Mae"), brings this action 
against Defendant, National Union Fire Insurance Co. of Pittsburgh, Pennsylvania ("National 
Union" or "Defendant"), and in support, alleges as follows: 

NATURE OF ACTION 

1 . This action arises out of National Union's failure to honor its contractual 
obligations, under a Financial Institution Bond it sold to Fannie Mae, to provide coverage for the 
theft by Olympia Mortgage Corporation ("OMC") of loan payoff proceeds OMC was supposed 
to have remitted to Fannie Mae but instead stole. OMC is a mortgage loan "Seller/Servicer" - an 
entity that sells loans to Fannie Mae and then services those loans for Fannie Mae. The Financial 
Institution Bond specifically provides coverage for thefts by a Seller/Servicer, like OMC, in the 
course of its servicing of loans for Fannie Mae. The Financial Institution Bond also provides 
coverage for certain types of mortgage fi-aud that could be committed by a Seller/Servicer in the 
course of its sale of new loans to Fannie Mae. National Union, however, wrongfiiUy and 
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without reasonable basis asserts that the Financial Institution Bond does not provide coverage for 
the loss caused to Fannie Mae by OMC's theft. 

2. Fannie Mae's loss solely and directly resulting from OMC's theft exceeds 

$43 miUion. Fannie Mae seeks a declaratory judgment, pursuant to Rule 57 of the Federal Rules 
of Civil Procedure and Section 2201 and 2202 of Title 28 of the United States Code, that 
National Union is obUgated to pay Fannie Mae the fixU $25 miUion limit of Uability under the 
Financial Institution Bond. Fannie Mae also seeks damages for National Union's breach of 
contract by reason of its failure to honor its obUgations under the Financial Institution Bond and 
contractual breach of its duty of good faith and fair dealing, including Fannie Mae's attomeys 
fees and costs, pre-judgment interest and such other and fiirther reUef as the Court may deem just 
and proper. 

PARTIES 

3. Fannie Mae is a government-sponsored enterprise, which operates under a 
congressional charter, which directs Fannie Mae to channel its efforts into increasing the 
availability and affordability of homeownership for low, moderate and middle-income American 
individuals and families. In 1968, the government amended that charter and today Fannie Mae is 
also a shareholder-owned corporation. 

4. Defendant National Union is an insurance company. Upon information and 
beUef, National Union is a corporation organized under the laws of the state of Pennsylvania and 
maintains its principal place of business in New York. It is licensed to transact and does transact 
business in the District of Columbia. 
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JURISDICTION AND VENUE 

5. Federal subject matter jurisdiction exists under 28 U.S.C. § 1332 in that the 
named parties to this action are of completely diverse citizenship and the amount in controversy 
exceeds $75,000.00, exclusive of interests and costs. Fannie Mae is deemed to be a citizen of the 
District of Columbia for purposes of jurisdiction and venue (12 U.S.C. §171 7(a)(2)(B)). This 
Court has personal jurisdiction over National Union because, upon information and behef, 
National Union is Ucensed to do business and does business in the District of Columbia. 

6. Federal subject matter jurisdiction also exists under 28 U.S.C. § 1331 as this 
matter also arises under 12 U.S.C. § 1723 a, which grants Fannie Mae authority "to sue and be 
sued, and to complain and defend, in any court of competent jurisdiction, State or Federal." 

7. Venue is proper in this District pursuant to 28 U.S.C. § 1391(a) and (b) because 
this District has personal jurisdiction over National Union and a substantial part of the events or 
omissions giving rise to the claim occurred in this District. 

GENERAL ALLEGATIONS 

A, THE BOND 

8. Faimie Mae purchased from National Union Financial histitution Bond No. 600- 
97-48 effective June 30, 2004 through June 30, 2005 (the "Bond") (A true and accurate copy of 
the Bond is attached hereto as Exh. A). The Bond provides coverage, over a $5 million 
deductible, up to $25 million per loss, beyond which Faimie Mae also maintains excess 
coverage. Fannie Mae is the named insured under the Bond. 

9. The Bond covers loss "discovered" by Fannie Mae during the Bond Period. 
(Bond, Section 4). "Discovery occurs when the Director of Corporate Risk and/or General 
Counsel first becomes aware of facts which would cause a reasonable person to assume that a 
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loss covered by the bond has been or will be incurred, even though the exact amount or details of 
loss may not then be known." Id, 

10. The Bond specifically provides to Fannie Mae insurance coverage for thefts by a 
servicing contractor of moneys the servicing contractor, in the course of fiilfiUing its servicing 
duties, is supposed to remit to Fannie Mae. Rider #2 (the "Servicing Contractor Insuring 
Agreement") of the Bond states that: 

1 . This bond is extended to include the following Insuring Agreement (H): 

(H) Loss resulting solely and directly fi-om one or more dishonest or 
fraudulent acts by a Servicing Contractor whether committed alone or in 
collusion with others, which acts are committed by the Servicing 
Contractor with the manifest intent, 

(a) to cause the Insured to sustain such loss; and 

(b) to obtain thereby an improper personal financial benefit for 
the Servicing Contractor, 

and which acts in fact result in the Servicing Contractor obtaining such 
benefit. 

Salaries, commissions, fees, bonuses, promotions, awards, profit sharing, 
pensions or any other benefits of a type which may be eamed in the 
normal course of employment or performance of a servicing contract shall 
not constitute improper personal financial benefit. 

(Bond, Rider #2, Para. 1). 

1 1 . The term Servicing Contractor is defined to mean: 

2. ... a natural person, partnership, corporation, limited liability 
company, real estate investment trust or other entity and their 
employees, duly authorized by the Insured (Fannie Mae) under 
written agreement with the Insured to perform servicing activities, 
including any of the following with respect to mortgage loans 
owned by the Insured and other types of loans the Insured is 
authorized by its charter to own: 

(a) collecting and recording borrower payments and remitting same to 
the insured; 
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while acting in that capacity. 

12. Coverage for certain types of mortgage fraud is provided for in Rider #3, which 

extends the Bond to include Insuring Agreement (I) (the "Mortgage Fraud Insuring Agreement") 

which provides coverage for, among other things: 

(I) Loss resulting directly from the Insured having in good 
faith and in the ordinary course of business purchased any 
Mortgage Loan which proves to: 

* * * 

(f) be based on the fact that the Mortgage Loan has previously been 
sold to the Insured, in whole or in part; or 

(g) have been defective by reason of the signature thereon of 
any person having been obtained through trick, artifice, fraud or 
false pretenses or the signature on the recorded deed conveying 
such real property to the mortgagor or grantor of such mortgage or 
deed of trust having been obtained by or on behalf of such 
mortgage or grantor through trick, artifice, fraud or false pretenses. 

13. The Bond also provides Fannie Mae with up to $250,000 of "fidelity claim 
expense" or indemnity for: 

(G) Fees and expenses incurred and paid by the Insured with the prior 
approval of the Underwriter for independent outside accountants to 
determine the amount and extent of the loss covered under Insuring 
Agreements of this bond. 

14. The Bond contains various coverage exclusions, but none preclude coverage for 
Fannie Mae's loss. 

15. All conditions and requirements imposed on Fannie Mae by the Bond, including 
payment of premiums, giving notice of claim, and submission of proof of loss and information 
requested by the insurer, have been either satisfied or waived or are subject to an estoppel against 
National Union. 
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B. OMC'S THEFT OF FANNIE MAE PAYOFF PROCEEDS 

(1) OMC's Servicer Obligations to Fannie Mae and the Loan Servicing Process. 

16. Fannie Mae does not originate mortgage loans but rather purchases loans from 
Seller/Servicers, like CMC, in the secondary mortgage market. 

17. Fannie Mae then often retains the Seller/Servicers to service the mortgage loans 
Fannie Mae purchases. 

1 8. Fannie Mae purchases loans through its Asset Acquisition & Custody ("AA&C") 
group. After loans are acquired by the AA&C group, the loans are transferred to a separate 
group within Fannie Mae - Asset Development & Management ("AD&M") - which is 
responsible for the collection of principal and interest payments on such loans until the final 
payment or loan payoff amount is received by Fannie Mae. 

19. As is its usual practice, Fannie Mae purchased loans from CMC and retained 
OMC to service the loans. The agreement that govemed the relationship between Fannie Mae 
and OMC is called the "Mortgage Selling and Servicing Contract" (the "Contract"). The 
Contract incorporates by reference Fannie Mae's Servicing Guide, which sets forth additional 
obligations and responsibilities that OMC agreed to comport with as part of its relationship with 
Fannie Mae. 

20. Pursuant to Fannie Mae's Servicing Guide, OMC, as a servicer, was required, 
among other things, to: 



• collect the monthly principal and interest ("P&I") payments, along with any tax, 
insurance, and other escrow payments, made by the borrower and to place the 
P&I payments into certain custodial bank accounts from which Fannie Mae can 
draft, on a monthly basis, the remittances due to Fannie Mae; 

• collect and remit payoff amounts when a borrower, through a refinance or 
otherwise, pays off a loan; 
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• report (electronically via Fannie Mae's servicing system known as LASER) the 
status of each loan it services each month, informing Fannie Mae whether the 
loan is current and whether Fannie Mae should draft P&I or payoff payments 
from a custodial account; and 

• deposit tax and insurance payments into separate custodial accoimts, and ensure 
that taxes and insurance on the borrowers' properties are paid from those 
accounts. 

21. Additionally, under the Servicing Guide, all servicers, including OMC, have 

certain responsibilities when a borrower, through a refinance or for any other reason, chooses to 

pay off a loan. For example, the Fannie Mae Servicing Guide specifically states: 

• "The servicer must assure that the total amount required to satisfy the 
indebtedness - principal, interest, outstanding advances, etc. - is received and 
remitted to us." (Ill, 102.03: Payments in Full); 

• "As soon as the servicer verifies that the amount required to pay a mortgage in 
fiiU has been received, it must take all the steps necessary to assure that ... our 
share of the payoff proceeds is remitted in accordance with the remittance 
schedule established for the remittance type under which the mortgage is reported 
.... The servicer must code the payoff as an Action Code 60." (VI, 101: 
Notification of Mortgage Payoff); 



• 



"The servicer must remit payoff proceeds to us as part of its regular monthly 
remittance." (VI, 106.03: "Scheduled/Scheduled" Remittance Types); 

• "A servicer must report removal transactions - payoff, repurchase, and 
foreclosure actions (Action Codes 60, 65, 67, 70, 71, and 72) - in sufficient time 
for us to receive the notification by the second business day of the month 
following the cutoff date for the reporting period in which the activity occurred." 
(X, 103.01: Removal Transactions). 

22. All of these servicing requirements applied to OMC as a servicer of Fannie Mae 
loans. 

23. OMC and Fannie Mae maintained custodial accounts for the benefit of Fannie 
Mae at two institutions. Independence Community Bank and Midwood Federal Credit Union, 
under documents entitled "Letters of Authorization." Each month, for loans OMC serviced on 
Fannie Mae's behalf, OMC informed the AD&M group through LASER of the amounts of P&I 
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(including prepayments and payoffs) OMC deposited into the custodial accounts for Fannie Mae 
to withdraw and the AD&M group withdrew such monies. 

(2) The Fraud Perpetrated on Fannie Mae By OMC. 

24. OMC acting in its role as a loan servicer, stole borrower payoff proceeds for 257 
of the thousands of loans it was servicing for Fannie Mae. 

25. In each instance, borrowers obtained loans (the "B Loans") from OMC for the 
purpose of refinancing (through interest rate reductions and term modifications) outstanding 
loans (the "A Loans") on the same property. 

26. OMC sold the B Loans to Fannie Mae through Fannie Mae's AA&C group, and 
remitted to Fannie Mae monthly borrower principal and interest payments for the B Loans as is 
normal and to be expected. 

27. Because OMC was the servicer on the A Loans, when the outstanding principal 
balances of the A Loans were refinanced, OMC was obUgated to report to Fannie Mae through 
LASER that the outstanding principal balances on those loans should be considered paid off and 
OMC, again as servicer, was obUgated to remit those outstanding balances or Loan A final 
payoffs to Fannie Mae. 

28. OMC, however, failed to remit to Fannie Mae payoff proceeds for the A Loans, 
failing also to notify Fannie Mae's AD&M group through LASER that the A Loans were to be 
paid off 

29. histead, OMC stole the payoff amounts for its own purposes, demonstrating 
manifest intent to cause Fannie Mae to sustain a loss and to obtain an improper financial benefit 
for OMC. 

30. OMC also undertook elaborate efforts to conceal its theft of the loan payoff 
proceeds for the A Loans. 
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3 1 . After stealing the payoff proceeds on any given A Loan, OMC continued to report 
to Fannie Mae's AD&M group each month through LASER the loan as current. At the same 
time, OMC failed to report through LASER the required payoff code - Action Code 60. 

32. OMC then deposited into the Fannie Mae custodial account from CMC's own 
operating accoimt the principal and interest payments that would have been due to Fannie Mae if 
the A Loans were current and not to be paid off 

33. OMC informed Fannie Mae's AD&M group through LASER that the principal 
and interest payments were in the custodial account for Fannie Mae to withdraw, just as if the 
loans were, indeed, current. 

34. OMC tracked the loans for which it stole the payoff proceeds on a list referred to 
as the "Code 59 List." 

35. Each of the 257 A Loans for which OMC stole the payoff proceeds is on the Code 
59 List Fannie Mae obtained from OMC after Fannie Mae suspected a problem. 

36. OMC tracked the principal and interest payments it used to cover up the fraud 
with a special notation - "branch payment" - within its servicing system. Further, whenever an 
A Loan was refinanced, the OMC servicing personnel would note the resulting required escrow 
account adjustments in the A Loan file and record the reason for the adjustment as "refinance." 

37. Fannie Mae's loss, resulting solely and directly from CMC's theft of loan payoff 
proceeds is $43,918,500.42, which represents the outstanding unpaid principal balance of the 257 
loans as of October, 2004. Fannie Mae has also incurred in excess of $540,000 for the work 
performed by a forensic accounting firm to determine, verify and calculate the loss. 
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(3) Fannie Mae's Discovery of OMC's Fraud and Fannie Mae's Efforts to 
Mitigate its Losses. 

38. On September^ 29, 2004, during the period of the Bond, Fannie Mae received 
information from an anonymous caller that a servicer had stolen loan payoff proceeds from 
Fannie Mae. After an intemal review, Fannie Mae identified the servicer as OMC. 

39. Fannie Mae took immediate steps to determine which loans were at issue and to 
mitigate the loss. 

40. As part of its mitigation efforts, Fannie Mae, on October 20, 2004, deUvered a 
formal notice of termination to OMC and took immediate action to transfer servicing of the loans 
being serviced by OMC to a new vendor (Cenlar, FSB.). Fannie Mae also seized files related to 
the loans OMC had sold Fannie Mae and the loans it serviced for Fannie Mae. 

41 . Fannie Mae initiated conversations with the New York Banking Commission and 
the FBI. hi addition, Fannie Mae initiated a lawsuit on November 16, 2004 against OMC and 
Lieb Pinter (a former principal of OMC ) and obtained a court order putting in place a receiver 
("Receiver") to oversee the orderly winding down of CMC's affairs and to assist in tracing the 
fimds stolen by OMC. These matters are ongoing, and Fannie Mae not yet recovered any of the 
payoff proceeds stolen by OMC. 

(4) National Union's Failure to Honor Its Contractual Obligations Under 
the Bond. 

42. By letter dated October 28, 2004 addressed to WiUis of New York (the broker of 
the Bond) and in accordance with the terms of the Bond, Fannie Mae provided timely notice to 
National Union of CMC's fraud and Fannie Mae's loss. Willis, in tum, provided formal written 
notice of Fannie Mae's loss to National Union by letter dated October 29, 2004. 
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43. Subsequently, Fannie Mae has had a least four face-to-face meetings with 
National Union and several conference calls in which Fannie Mae has described OMC's theft 
and Fannie Mae's loss and answered National Union's questions about the same. 

44. Fannie Mae has also provided, on several occasions, detailed written responses to 
information requests propounded by National Union, and has made available and produced 
documents requested by National Union. 

45. On April 7, 2005, Fannie Mae submitted a detailed and documented draft proof of 
loss to National Union followed by a detailed swom proof of loss, with supporting 
documentation, on June 23, 2005. An updated proof of loss, containing information Fannie Mae 
had provided to National Union since submitting its original proof of loss, was submitted to 
National Union on December 22, 2005. (A true and accurate copy of Fannie Mae's proof of 
loss, without exhibits, is attached hereto as Exh. B.) 

46. The Servicing Contractor and Mortgage Fraud Insuring Agreements in the Bond 
were designed to cover losses to Fannie Mae resulting from the fraudulent servicing of loans for 
Fannie Mae or the fraudulent, sale of loans to Fannie Mae. Accordingly, the loss caused to 
Fannie Mae by OMC's theft of loan payoff proceeds OMC was obligated to remit to Fannie Mae 
is a classic example of the type of loss covered by National Union under the Bond. 

47. Nonetheless, on various occasions, starting with a "reservation of rights" letter 
dated August 2, 2005, National Union has suggested or asserted that the loss to Fannie Mae 
caused by OMC's fraud does not fall within either the Servicing Contractor Insuring Agreement 
or Mortgage Fraud Insuring Agreement. 

48. Though one of OMC's servicing fimctions was to report loan payoffs to Fannie 
Mae and remit to Fannie Mae the loan payoff amounts, National Union asserts that the OMC 
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fraud did not occur in the context of OMC performing its servicing function for Fannie Mae on 
the A Loans but rather in OMC's capacity as an originator of the B Loans and, for that reason, 
does not fall within the Servicing Contractor Insuring Agreement. 

49. At the same time, National Union asserts that any fraud OMC perpetrated in the 
origination and sale to Fannie Mae of the B Loans does not fall within the Mortgage Fraud 
hisuring Agreement. 

50. Upon information and belief, National Union's position is that none of the other 
insuring agreements of the Bond provide coverage either. 

5 1 . Demonstrating National Union' s own doubts about the validity of its position. 
National Union asserts in the altemative that even if the loss falls within the Servicing Contractor 
or Mortgage Fraud Insuring Agreements, then certain exclusions associated with those insuring 
agreements preclude coverage for Fannie Mae's loss. 

52. In a meeting on November 14, 2005 between an AIG (National Union's parent 
company) representative. National Union's outside counsel and representatives of Fannie Mae, 
National Union asserted that it needed no additional information or investigation to deny Fannie 
Mae's claim. 

53 . Further demonstrating, however, that National Union itself does not beheve that it 
has a reasonable basis upon which to formally deny Fannie Mae's claim or is recklessly 
disregarding that it lacks any reasonable basis upon which to deny Fannie Mae's claim. National 
Union, instead of denying Fannie Mae's claim in writing, chose to orally convey to Fannie Mae 
the coverage defenses that National Union has developed as well as National Union's position 
that it has sufficient information to deny Fannie Mae's claim. 
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54. Counsel for Fannie Mae, by letter dated November 29, 2005, refuted National 
Union's stated bases for National Union's position that Fannie Mae's claim is not covered. In 
response, by letter dated December 19, 2005, National Union reaffirmed its arguments against 
coverage and asserted that "it is likely coverage is not afforded for the claim." And, 
notwithstanding that Fannie Mae has provided information about its loss to National Union 
orally and in writing many times, and has produced documents evidencing the loss and others 
requested by National Union, National Union suggested that it seeks yet additional information 
(though National Union has not said that there may be certain types of information it does not 
have that would, in fact, cause National Union to change its view - formulated over many 
months — that Fannie Mae's claim is not covered). 

55. The loss Fannie Mae suffered as a result of CMC's theft of the loan payoff 
amounts is covered under the terms of the Bond, and National Union was and is contractually 
obUgated to pay the loss to Fannie Mae up to the $25 milUon limit of the Bond. 

56. National Union has failed to honor its contractual obligations to cover Fannie 
Mae's loss and, in doing so, has also breached its implied duty of good faith and fair dealing by, 
among other things: unreasonably asserting that the loss to Fannie Mae caused by CMC's theft 
of loan payoff proceeds is not covered under the Bond when National Union knew or should 
have known that there was no reasonable basis for denying coverage; disregarding Fannie Mae's 
legal and contractual interests and rights so as to advance National Union's interests; failing to 
evaluate Fannie Mae's claim in a fair, impartial and objective manner; and delaying payment of 
Fannie Mae's claim. 

57. Fannie Mae, accordingly, is deprived of the benefit of insurance coverage for 
which it paid substantial premiums and has suffered additional consequential damages, including 
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without limitation, attorney fees and other expenses in bringing this action, lost earnings on 
amounts wrongfully withheld by National Union, and lost executive time and productivity, 
which damages are not subject to the Bond's limit of liability. 

COUNT ONE; DECLARATORY JUDGMENT 

58. Fannie Mae incorporates paragraphs 1 through 57 as if fully set forth herein. 

59. This is a claim for declaratory relief pursuant to 28 U.S.C. §§2201 and 2202, and 
Federal Rule of Civil Procedure 57, to determine the parties' rights and obligations under the 
Bond with respect to coverage for the loss suffered by Fannie Mae resulting from OMC's theft of 
the loan payoff amounts. 

60. An actual and present controversy exists between Fannie Mae and National Union 
concerning National Union's obligation to cover Fannie Mae's losses resulting from OMC's 
theft of the loan payoff amounts. 

61 . Fannie Mae requests that this Court declare that National Union is obUgated to 
provide coverage in the amount of the full limit of the Bond ($25 million) for Fannie Mae's loss 
resulting from OMC's theft of loan payoff amounts. 

COUNT TWO: BREACH OF CONTRACT (FAILURE TO PROVIDE COVERAGE) 

62. Fannie Mae incorporates paragraphs 1 through 61 as if fully set forth herein. 

63. National Union breached its contractual obligations under the Bond to cover the 
loss caused to Fannie Mae by OMC's theft of loan payoff amounts. 

64. As a direct result of National Union's breach of the Bond, Fannie Mae remains 
uncompensated by National Union for any portion of Fannie Mae's loss. 

65. As a direct and proximate result of National Union's breach of the Bond, Fannie 
Mae has yet to be paid the sums owed to it under an excess financial institution bond (No. DOX 
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G2 1660061 002) ("Excess Bond") issued by ACE American Insurance Company which provides 
$15 million in coverage in excess of the $25 miUion in coverage provided by National Union. 

66. As a direct and proximate result of National Union's breach of the Bond, Faimie 
Mae has incurred additional consequential damages, including without limitation, attomey fees 
and other expenses in bringing this action, lost earnings on amounts wrongfully withheld by 
National Union, and lost executive time and productivity, which damages are not subject to the 
Bond's limit of liability. 

67. As a direct and proximate result of the aforesaid actions by National Union, 

Fannie Mae has suffered damages in an amount to be proved at trial, but in excess of $75,000.00 

exclusive of interests and costs. 

COUNT THREE: BREACH OF CONTRACT (BREACH OF THE IMPLIED 
COVENANT OF GOOD FAITH AND FAIR DEALINGS 

68. Fannie Mae incorporates paragraphs 1 through 67 as if fiiUy set forth herein. 

69. National Union owes to Fannie Mae imder the Bond a duty of good faith and fair 
dealing. 

70. National Union has breached its duty of good faith and fair dealing by, among 



other things; 



(a) unreasonably asserting that the loss to Fannie Mae caused by CMC's theft 
of loan'payoff proceeds is not covered under the Bond when National 
Union knew or should have known that there was no reasonable basis for 
denying coverage; 

(b) disregarding Fannie Mae's legal and contractual interests and rights so as 
to advance National Union's interests; 

(c) failing to evaluate Fannie Mae's claim in a fair, impartial and objective 
manner; 

(d) failing to implement and/or adhere to appropriate claims-handling 
standards and procedures; 
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(e) delaying payment of Fannie Mae's claim; and 

(f) making a settlement offer intended to force Fannie Mae to accept less than 
the true value of its compensable claim. 

71 . By engaging in such improper and unfair tactics, National Union has destroyed or 
injured Fannie Mae's right to receive the benefits provided for under the Bond for this loss, is 
evading the spirit of the Bond, and is willfully rendering National Union's performance under 
the Bond imperfect. 

72. National Union's actions were oppressive or in willful and wanton disregard of 
Fannie Mae's rights under the Bond. 

73. National Union's breaches of the impUed duty of good faith and fair dealing have 
caused Fannie Mae to suffer damages, including being deprived of the benefit of the Bond and 
the Excess Bond, attomey fees and other expenses in bringing this action, lost earnings on 
amounts wrongfully withheld by National Union, and lost executive time and productivity, 
which damages are not subject to the Bond's limit of liability. 

PRAYER FOR RELIEF 

WHEREFORE, Fannie Mae requests that the Court enter judgment against National 
Union as follows: 

(i) On Count One, a declaration that National Union is obUgated to provide coverage 
in the amount of the full limit of the Bond for Fannie Mae's loss resulting from CMC's 
theft of loan payoff amounts; 

(ii) On Count Two, judgment against National Union in the amount of twenty miUion 
dollars ($25 million Bond Umit) plus compensatory and other damages, including but not 
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limited to attorneys fees and costs incurred in connection with this suit, in amounts to be 
determined at trial, and interest according to law; 

(iii) On Count Three, judgment against National Union in the amount of twenty 
miUion dollars ($25 million Bond limit) plus compensatory and other damages, including 
but not limited to attorneys fees and costs incurred in connection with this suit, in 
amounts to be determined at trial, and interest according to law; and 
(iv) Such other and further relief as the Court may deem just and proper. 

Respectfully submitted. 



Matthew J. SchlesingSr, DC^ar #429689 

REED SMITH LLP 

1301 K Street, N.W. 

Suite 1100 -East Tower 

Washington, D.C. 20005-3373 

202-414-9200 

Fax 202-414-9299 

Counsel for Plaintiff 
FANNffiMAE 



Dated: December 23, 2005 
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UNITED STATES DISTRICT COURT 
FOR THE DISTRICT OF COLUMBIA 



FEDERAL NATIONAL MORTGAGE ASSOCIATION, 
Plaintiff, 



V. 



NATIONAL UNION FIRE INSURANCE COMPANY OF 
PITTSBURGH, PA, 

Defendant. 



Case No. 



JURY TRIAL DEMANDED 



DEMAND FOR JURY TRIAL 

Plaintiff Fannie Mae hereby demands trial by jury in the above-captioned civil action as 
to all issues so triable. 



Respectfully submitted, 
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Matthew J. Schlesinge^i D(J^ar #429689 

REED SMITH LLP 

1301 K Street, N.W. 

Suite 1100 -East Tower 

Washington, D.C. 20005-3373 

202-414-9200 

Fax 202-414-9299 

Counsel for Plaintiff 
FANNIE MAE 



Dated: December 23, 2005 
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UNITED STATES DISTRICT COURT 
FOR THE DISTRICT OF COLUMBIA 



FEDERAL NATIONAL MORTGAGE ASSOCIATION, 
Plaintiff, 



V. 



NATIONAL UNION FIRE INSURANCE COMPANY OF 
PITTSBURGH, PA, 

Defendant. 



Case No.: 



JURY TRIAL DEMANDED 



PLAINTIFF, FEDERAL NATIONAL MORTGAGE ASSOCIATION'S. 
MANDATORY CORPORATE DISCLOSURE STATEMENT 



Certificate required by LCvR 7.1 of the Local Rules of the United States District Court for the 
District of Columbia: 



I, the undersigned counsel of record for Federal National Mortgage Association ("Fannie Mae"), 
certify that to the best of my knowledge and beUef, the following are parent companies, 
subsidiaries or affiliates of Fannie Mae which have outstanding securities in the hands of the 
public. 

Fannie Mae is a publicly held company. Faimie Mae does not have a parent 
corporation. Capital Research Management, a pubhcly held corporation, holds 
approximately 11.1% of Fannie Mae's stock. 

These representations are made in order that judges of this court may determine the need for 
recusal. 
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Respectfully submitted, 




AMi - 



Matthew J. Schlesfliger,f)C Bar #429689 

REED SMITH LLP 

1301 K Street, N.W. 

Suite 1100 -East Tower 

Washington, D.C. 20005-3373 

202-414-9200 

Fax 202-414-9299 

Attorney of Record for Plaintiff 
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CERTIFICATE OF SERVICE 

I HEREBY CERTIFY that a true and correct copy of Plaintiff's, Federal National 

Mortgage Association, Complaint against National Union Fire Insurance Company of 

Pittsburgh, PA was served via facsimile and U.S. Mail on the 27th day of December 2005, on: 

Andrew R. Simmonds, Esq. 

D'Amato & Lynch 

70 Pine Street 

New York, NY 10270 



Matthew J. Schlesingei^' 



DCUB-454979.1-AMLEFRAK 12/23/051:11 PM 
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Proof of Loss 



Federal National Mortgage Association 



National Union Fire Insurance Company 

Of Pittsburgh, Pa. 
Financial Institution Bond No. 600-97-48 

National Union Claim Nos.: 165-029680, 165-029681 
Matter: Olympia Mortgage 



Submitted 6/23/05 and Updated 12/21/05 
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I. Introduction 

Olympia Mortgage Corporation ("Olympia") stole payoff proceeds for 257 loans it was 
servicing for Federal National Mortgage Association ("Fannie Mae").l Specifically, Olympia 
failed to remit loan payoff proceeds to Fannie Mae for such loans, failed to report to Fannie Mae 
as required that the loans were to be paid off, and engaged in elaborate efforts to conceal its 
theft.2 In each instance, borrowers executed loan documents (the "B Loans") with Olympia for 
the purpose of reducing their interest rates or modifying the terms of outstanding loans (the "A 
Loans") on the same property. Olympia sold the B Loans to Fannie Mae. But, Olympia, as 
servicer of the A Loans, failed to remit fimds to Fannie Mae to payoff the outstanding balance of 
the A Loans. Rather, Olympia stole the payoff proceeds for its own purposes. Olympia took 
numerous steps to conceal its fraud, including continuing to report to Fannie Mae the A Loans as 
open and current. The loss to Fannie Mae as a result of Olympia's fraud is: the non-recovered 
outstanding balance of the 257 A Loans ($43,918,500.42);3 and amounts, now in excess of 
$540,000, that Fannie Mae has incurred (and will incur) for the work performed by Navigant 
Consulting to determine, verify and calculate the loss. 

This document provides further evidence and support for Fannie Mae's claim for 
coverage for Fannie Mae's loss under National Union Fire Insurance Company of Pittsburgh, Pa. 
("National Union") Financial Institution Bond No. 600-97-48 and excess bonds. To assist in the 
investigation of this fraud and the preparation of Fannie Mae's claim, Fannie Mae engaged 
Navigant Consulting, Inc. ("Navigant Consulting"), a national consulting firm that focuses on 
complex business litigation and forensic accounting issues. Navigant Consulting reviewed and 
analyzed various documents prepared by both Fannie Mae and Olympia. These documents 
include loan files, transactional documents involving the sales of various mortgage notes, 
electronic listings of mortgages, wire transfers and various business records of Olympia. 
Navigant Consulting and Fannie Mae also interviewed various current and former Olympia 
personnel. Information developed by Navigant Consulting and fi-om Fannie Mae forms the 
support for Fannie Mae's claim. 

II. Olympiads Servicer Obligations to Fannie Mae and the Loan Servicing 
Process 

Fannie Mae is a private, shareholder-owned company that channels its efforts into 
increasing the availability and affordability of homeownership for low-, moderate-, and middle- 



1 As Fannie Mae reserved its rights to do when it submitted its proof of loss on June 23, 2005, Fannie Mae submits 
this updated proof of loss to provide its further understanding of the fraud committed by Olympia and address 
misimpressions National Union appears to have based on Fannie Mae's June 23, 2005 proof of loss. Neither the 
amount of Fannie Mae's loss stated in the June 23, 2005 proof of loss nor the attachments thereto have changed. 

2 A Ust of the 257 loans along with their outstanding balances as of the end of October 2004, shortly after Olympia 
was terminated, is attached hereto as Attachment A. 

3 The outstanding balance of the loans at issue is approximately $2.6 million less than when Olympia stole the 
payoff funds because, to hide the fraud, Olympia itself made payments on the loans thereby reducing their 
outstanding balance. 
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income Americans. Fannie Mae does not originate mortgage loans but rather purchases loans 
from mortgage lenders, like Olympia, in the secondary mortgage market. Fannie Mae then often 
retains lenders (or "Seller/Servicers") to service the mortgage loans Fannie Mae purchases. 

Fannie Mae purchases loans through its Asset Acquisition & Custody ("AA&C") group. 
After loans are acquired by the AA&C group, the loans are transferred to a separate group within 
Fannie Mae - the Asset Development & Management ("AD&M") group - which is responsible 
for the collection of principal and interest payments on such loans imtil the final payment or loan 
payoff amount is received by Fannie Mae. 

As is its usual practice, Faimie Mae, through its AA&C group, purchased loans from 
Olympia and retained Olympia to "service" the loans. The agreement that govemed the 
relationship between Fannie Mae and Olympia is called the "Mortgage Selling and Servicing 
Contract" (the "Contract").4 The Contract incorporates by reference Fannie Mae's Servicing 
Guide, which sets forth additional obUgations and responsibilities that Olympia agreed to 
comport with as part of its relationship with Fannie Mae. 

Olympia agreed to diUgently perform all servicing duties (Contract §V(A)(1)) and to 
service the loans in accordance with Fannie Mae's Servicing Guide (Contract §V(A)(3)). 
Pursuant to Fannie Mae's Servicing Guide, Olympia, as a servicer, was required, among other 
things, to: 

• collect the monthly principal and interest ("P&I") payments, along with any tax, 
insurance, and other escrow payments, made by the borrower and to place the P&I 
payments into certain custodial bank accounts from which Fannie Mae can draft, 
on a monthly basis, the remittances due to Fannie Mae; 

• collect and remit payoff amounts when a borrower, through a refinance or 
otherwise, pays off a loan; 

• report (electronically via Fannie Mae's LASER system, as described below) the 
status of each loan it services each month, informing Fannie Mae whether the loan 
is current and whether Fannie Mae should draft P&I or payoff payments from a 
custodial account; 

• deposit tax and insurance payments into separate custodial accounts, and ensure 
that taxes and insurance on the borrowers' properties are paid from those accounts. 

Under the Servicing Guide, all servicers have certain responsibilities when a borrower, 
through a refinance or for any other reason, chooses to pay off a loan. For example, the Fannie 
Mae Servicing Guide specifically states: 



4 The Contract is attached hereto at Attachment B. 
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• "The servicer must assure that the total amount required to satisfy the indebtedness 
- principal, interest, outstanding advances, etc. - is received and remitted to us." 
(in, 102.03: Payments in Full); 

• "As soon as the servicer verifies that the amount required to pay a mortgage in full 
has been received, it must take all the steps necessary to assure that ... our share of 
the payoff proceeds is remitted in accordance with the remittance schedule 
estabUshed for the remittance type under which the mortgage is reported .... The 
servicer must code the payoff as an Action Code 60." (VI, 101: Notification of 
Mortgage Payoff); 

• "The servicer must remit payoff proceeds to us as part of its regular monthly 
remittance." (VI, 106.03: "Scheduled/Scheduled" Remittance Types); 

• "A servicer must report removal transactions - payoff, repurchase, and foreclosure 
actions (Action Codes 60, 65, 67, 70, 71, and 72) - in sufficient time for us to 
receive the notification by the second business day of the month following the 
cutoff date for the reporting period in which the activity occurred." (X, 103.01: 
Removal Transactions); 

All of these servicing requirements applied to Olympia as a servicer of Fannie Mae loans. 

Olympia and Fannie Mae maintained custodial accounts for the benefit of Fannie Mae at 
two institutions: Independence Community Bank and Midwood Federal Credit Union under 
documents entitled "Letters of Authorization." Pursuant to the Letters of Authorization, each 
month Fannie Mae withdrew monies fi-om the P&I custodial accounts to collect repayment of 
principal (including prepayments and payoffs) and payment of interest on loans being serviced 
by Olympia on Fannie Mae's behalf 

Servicers communicate to Fannie Mae or, more specifically, to Fannie Mae's AD&M 
group, the status of outstanding loans they are servicing through an automated Fannie Mae loan 
servicing system known as LASER. As stated in Fannie Mae's Servicing Guide, "[t]he LASER 
Reporting System is an integrated investor reporting system that is used to capture loan-level 
detail for all regularly amortizing mortgages that a servicer services for Fannie Mae. . . . Under 
LASER, the servicer must report infomiation on all of its mortgage portfolio each month. . . ." 
(X, Chapter 1: General Requirements). Accordingly, it is through LASER that a servicer, like 
Olympia, is required to inform Fannie Mae's AD&M group of the amounts of principal and 
interest being deposited into the custodial account for Fannie Mae to withdraw. Servicers are 
also required to use LASER to inform Fannie Mae's AD&M group that a loan is paid off and 
that AD&M should withdraw the payoff amount fi-om the custodial account. Olympia used 
LASER in connection with the loans Olympia serviced for Fannie Mae, including the 257 at 
issue. 

In sum, under the Servicing Guide, when a loan was to be paid off (whether through a 
refinancing or otherwise), Olympia had an obligation to notify Fannie Mae's AD&M group of 
that fact through LASER and to deposit the outstanding balance into the custodial account for 
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Fannie Mae to withdraw. After notification, AD&M would withdraw the payoff amounts fi^om 
the custodial account and close the loan. 

III. Description of the Theft 

A. The Fraud Perpetrated on Fannie Mae bv OlvmDia 

With respect to each loan that is the subject of the fi-aud committed by Olympia, 
borrowers modified or refinanced outstanding mortgage loans (the A Loans) through Olympia 
for the purpose of obtaining lower rate (or modified term) mortgage loans (the B Loans) firom 
Olympia on the same property.5 Olympia sold the B Loans to Fannie Mae, and remitted to 
Fannie Mae monthly borrower principal and interest payments for the B Loans as is normal and 
to be expected. Because Fannie Mae had previously purchased the A Loans fi"om Olympia, the 
outstanding principal balances of the refinanced A Loans were owed to Fannie Mae, and 
Olympia, as the servicer of the A Loans, was to have remitted those outstanding balances or final 
Loan A payoffs to Fannie Mae.6 

Olympia, though, as the sen^icer of the 257 A Loans at issue, failed to remit payoff 
proceeds to Fannie Mae (or specifically to the appropriate custodial account Olympia shared 
with Fannie Mae), failing also to notify Fannie Mae's AD&M group through LASER that the 
first loans (A Loans) were to be paid off. Instead, Olympia stole the payoff amounts for its own 
purposes. As described below, Olympia, as servicer of the A Loans, then took numerous steps to 
conceal its theft of the Loan A payoff proceeds. In contrast to the 257 A Loans at issue, Olympia 
routinely notified Fannie Mae's AD&M group through LASER that other loans it refinanced and 
sold to Fannie Mae were to be paid off and remitted the payoff proceeds into the appropriate 
custodial account for Fannie Mae to withdraw. 

B- Olympiads Concealment of the Theft 

Olympia, fimctioning as a servicer, undertook elaborate efforts to conceal its theft of the 
loan payoff proceeds for the A Loans. First, after stealing the payoff proceeds on any given loan, 
Olympia continued to report to Fannie Mae's AD&M group each month through LASER the 
loan as current. At the same time, Olympia failed to report through LASER the required payoff 



5 The document executed by bonowers is referred to as a Reduction, Extension, and Modification Agreement 
("REMA") (also commonly called a Consolidated, Extension, and Modification Agreement ("CEMA")). The 
REMA is used to conduct mortgage rate reductions or term modifications ("refmances") pursuant to a practice in 
New York and some other states that allows a borrower to limit the amount of mortgage recording tax he/she must 
pay when "refmancing" a mortgage. From a practice and systems perspective, the REMA or B Loan is treated as a 
refinance of the A Loan. 

6 Two hundred thirty-five of the A Loans previously had been placed by Fannie Mae into various pools of mortgage 
backed securities ("MBS") while twenty-two of the A Loans remained in Fannie Mae's own loan portfolio. In the 
late January and February 2005 time period, Fannie Mae, as required by the terms of its MBS guaranty obUgation 
(as described in the MBS trust indenture and MBS Prospectus) and as trustee of the MBS Trusts, paid the full 
prmcipal balance of the 235 MBS loans from Fannie Mae's own funds to the holders of the various MBS 
certificates. Fannie Mae also wrote off the remaining twenty-two A Loans that were in Fannie Mae's portfolio. 
Olympia has never reimbursed Fannie Mae for any of these amounts. 
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code - Action Code 60. Olympia then deposited into the custodial account jfrom its own 
operating account the principal and interest payments that would have been due to Faimie Mae if 
the A Loans were current and not to be paid off. Then, Olympia informed Fannie Mae's AD&M 
group through LASER that the principal and interest payments were in the custodial account for 
Fannie Mae to withdraw, just as if the loans were, indeed, current. 

Olympia also discontinued its customer service functions for the A Loans. For example, 
Olympia made sure that the borrowers did not continue to receive payment booklets for the A 
Loans or any other correspondence the borrowers would have received from Olympia had the 
borrowers not refinanced the A Loans. Olympia also stopped collecting from the borrowers the 
tax and insurance or escrow payments for the A Loans. 

All of these efforts to conceal the theft of the payoff proceeds were performed by 
Olympia through its servicing of the A Loans for Fannie Mae. Olympia tracked the loans for 
which it kept the payoff proceeds on a list referred to as the "Code 59 List." Each of the 257 A 
Loans at issue is on the Code 59 List Fannie Mae obtained from Olympia after Fannie Mae 
suspected a problem (as described below). Olympia servicing personnel knew Olympia was 
reporting the Code 59 List loans to Fannie Mae's AD&M group through LASER as current and 
that checks were being written from the Olympia' s operating account to the custodial account for 
the principal and interest payments the borrowers would have made had the A Loans not been 
refinanced. Olympia tracked the principal and interest payments it used to cover up the fraud 
with a special notation - "branch payment" - within its servicing system. Further, whenever an 
A Loan was refinanced, the Olympia servicing personnel would note the resulting required 
escrow account adjustments in the A Loan file and record the reason for the adjustment as 
"refinance." Notwithstanding that the servicing personnel accordingly were aware that the A 
Loan was refinanced, they continued to report to Fannie Mae's AD&M group the A Loan as 
current and make the expected monthly principal and interest payments as if such payments were 
being made by the borrowers themselves. 

C. Fannie Mae^s Discovery of Olympiads Fraud 

1. The Anonymous Call 

On September 29, 2004, Fannie Mae received information from an anonymous caller that 
led it to investigate Olympia. The anonymous caller said that a fiiend of his was an officer with 
a mortgage lender that was headquartered on the east coast and had west coast operations, and 
the lender was not a depository institution. The caller also described the owners of the company. 

The caller said fiirther that his fiiend had become aware that the lender appeared to be 
refinancing loans that had been sold to Fannie Mae but not remitting the final payoff proceeds 
for the outstanding loans to Fannie Mae. According to the caller, in order to avoid detection the 
lender itself would continue to make payments on the loan, hi addition, the caller stated that the 
lender was also delivering to Fannie Mae the new, refinanced mortgages and remitting the 
payments made by the borrowers on them. 

On the basis of the information provided by the anonymous caller, Fannie Mae was able 
to identify Olympia as the company most likely to be the one described. Fannie Mae undertook 
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a search of its records to see if Olympia had deUvered to Fannie Mae multiple first lien loans 
secured by the identical property. Fannie Mae came to suspect that, in fact, Olympia had failed 
to report and remit the payoff proceeds for certain loans it serviced for Fannie Mae. 

2. Fannie Mae's Immediate Efforts To Investigate and Mitigate the Loss 

Upon completing its initial review, Fannie Mae took immediate steps to mitigate the loss 
and further determine which loans were at issue. First, Fannie Mae took steps to move the 
remaining balance of funds held in the custodial accounts to other accounts, outside the control 
of Olympia. Then Fannie Mae officials visited Olympia' s offices unannounced on October 19, 
2004 to confimi what Fannie Mae had suspected and to review Olympia' s records as they 
pertained to Fannie Mae's accounts. 

At Olympia, Fannie Mae met with Barry Goldstein, one of Olympia' s principals. 
Mr. Goldstein, upon being informed about Fannie Mae's suspicions, reviewed the information 
against Olympia' s books and confirmed the existence of the multiple first lien loans on the same 
property. Mr. Goldstein then provided Fannie Mae with access to Olympia' s books, records and 
staff. 

The following day, Fannie Mae delivered a formal notice of termination to Olympia and 
took immediate action to transfer servicing of the loans being serviced by Olympia to a new 
vendor (Cenlar, Inc.). Fannie Mae also seized files related to the loans Olympia had sold Fannie 
Mae and the loans it serviced for Fannie Mae. Over the course of the next few weeks, through a 
review of Olympia' s files and interviews with its employees, evidence of a large-scale fi-aud 
began to emerge. As a result, Fannie Mae initiated conversations with the New York Banking 
Commission and the FBI. In addition, as discussed more fully below, Fannie Mae initiated a 
lawsuit on November 16, 2004 against Olympia and Lieb Pinter^ and obtained a coiut order 
putting in place a receiver ("Receiver") to oversee the orderly winding dovra of Olympia' s 
affairs and to assist in tracing the funds stolen by Olympia. 

3. Fannie Mae's Notice to Bond Carriers 

By letter dated October 28, 2004 addressed to Willis of New York and in accordance 
with the terms of the Bond, Fannie Mae provided notice to its Bond insurers of Olympia' s fraud 
and Fannie Mae's loss.8 



7 Lieb Pinter is a former principal of Olympia. 



8 Fannie Mae also provided notice of this loss under Olympia's Mortgage Bankers Bond (MBB-03-00195). 
According to counsel for the underwriters of that Bond, the aggregate Umit of UabiHty is $1,350,000 with a 
retroactive date of April 1, 2004 for the last $100,000 of such Mmit. It is unclear whether the Receiver intends to file 
a proof of loss under this Bond. 
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IV. Identification of the Loans and Summary of Verification Procedures 
Undertaken by Fannie Mae and Navigant Consulting 

A. Introduction 

Using the property addresses on Olympia's "Code 59 List" (the list Olympia used to track 
the loans for which it kept the payoff proceeds), Fannie Mae confirmed within its system 257 
outstanding loans for which Olympia should have remitted payoff proceeds but did not. 
Olympia personnel have admitted, in interviews conducted by Fannie Mae representatives, that 
Olympia failed to report the 257 loans as paid off, failed to remit to Fannie Mae the payoff 
proceeds for these loans and engaged in efforts to conceal the theft of the borrower payoff 
proceeds. Set forth below is a description of documents that demonstrate the fraud and support 
Fannie Mae's proof of loss. 

^- Proof that Olvmpia and the Borrowers Entered into the 257 Refinance 
Transactions That Gave Rise to the Theft 

Various forms of documentary evidence demonstrate that borrowers entered into the 
modification or refinance transactions creating the B Loans. For most of the 257 loans, Faimie 
Mae has the HUD-1 and/or Reduction, Extension, and Modification Agreement ("REMA") 
forms executed by borrowers when obtaining the refinanced B Loans. The HUD-1 is a closing 
statement or settlement sheet that lists all closing costs on a real estate purchase or refinance 
transaction, including, if a modification or refinance, the existing hen that is to be paid off The 
REMA (also commonly known as a "CEMA") is a document used to conduct mortgage interest 
rate reductions or term modifications ("refmances") under the statutory provisions of New York 
pursuant to a practice that is used in New York and some other states. In practice, REMAs are 
treated as refinances (or new loans). These documents, as well as the Uniform Residential Loan 
Application, show the borrowers' instructions to Olympia to modify or "refinance" their 
outstanding loans (A Loans) creating Olympia's obligation to payoff the A Loans on the 
borrowers' properties. 

Attachment C is a compilation of various documents used in the loan process and 

documents that demonstrate Olympia's fraud for one of the 257 loans (Loan No. 257 - 

" - on Attachment A). The first set of documents within Attachment C is the loan 

application, HUD-1 and REMA for the loan that should have been paid off by Olympia - Loan 

A. The documents demonstrate that the address of the property is 

and the original balance of the outstanding loan (which itself happened to 
be a refinance of an earUer loan) on that property was $293,777.00. The Loan A REMA shows 
that the loan was originated by Olympia on November 24, 2003 and that its Olympia loan 
number was 

The next set of documents in the attachment includes the loan application, HUD-1 and 
REMA for the refinanced loan - Loan B. These documents show that the amount of the existing 
Hen on the property located at was $290,575.00 

and that the purpose of the new loan is a rate/term refinance of the outstanding loan - Loan A. 
The HUD-1 indicates that the principal amount of the refinance is $290,575.00 - the same 
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amount as the existing mortgage lien. The REMA shows that Olympia originated the refinance - 
the Loan B - on July 2 1 , 2004 and that the Olympia loan number for it was 

Attachment C also includes a copy of the Olympia list of "Code 59" loans (or A Loans) 
as it existed on October 25, 2004. Again, this is the Ust of the loans, as maintained by Olympia, 
for which Olympia deliberately and fraudulently failed to remit the payoff proceeds to Fannie 
Mae. The outstanding loan, including the Olympia loan number for it and 

street address of the property, is on this Ust and is highlighted in yellow on the top of the third 
page. 

Finally, a loan history report generated from Olympia' s loan servicing system for the 
initial loan (i.e.. Loan A) is provided. Note that within the loan history of the original loan, the 
term "branch payment" appears for all P&I payments made after Olympia was supposed to have 
remitted funds to Fannie Mae to pay off the initial loan - further evidence of Olympia' s efforts to 
cover up the fraud. 

While Attachment C contains documents for one specific loan, similar information has 
been compUed for each of the 257 loans. 

C. Proof That Olympia Received Payments For The B Loans 

Wire transfer documents show that Fannie Mae paid Olympia for the B Loans (the 
"refinance" loans). Fannie Mae's wire transfer data is maintained electronically for 2000-2004 
and in hard copy for the pre-2000 time period. 

Most Fannie Mae wire transfers to Olympia show payment for a series of loans or loan 
pools or sub-pools.9 These wire transfers specifically identify the date, time and amount of the 
funds transfer. Separate electronic files detail the loan pools (or, more frequently, sub-pools) 
and/or specific loans (where a loan was purchased individually rather than as part of a pool) that 
were purchased pursuant to these wire transfers. Also, an individual loan that is part of a pool or 
sub-pool can be identified using Fannie Mae's loan servicing system. When the wire transfers 
are viewed with the individual loan data, one can identify the specific wire transfer that served as 
payment for each loan purchased by Fannie Mae from Olympia during the relevant time period. 

Navigant Consulting, accordingly, identified wire transfers that were used to pay for the 
B Loans. 10 A summary list of the wires used to pay for each Loan B (along with the loan 
purchased through each wire) is included as Attachment D. The majority of the 257 loans were 



9 Fannie Mae's process of securitizing its acquired loans involves the placement of these loans mto mortgage loan 
"pools." These pools are generally assigned a six-digit number (e.g., "253626"). These pools combine loans from 
various lenders around the country so as to diversify the various risks associated with these securities. Olympia 
could make several contributions of loans to a loan pool during the course of a month (e.g., 4 loans on the 3"^^ of the 
Month, 6 loans on the 12**" of the month, and 3 loans on the 23^** of the month). Each of these contributions are 
considered to be a "sub-pool" and are labeled accordingly by Fannie Mae (e.g., the first contribution during a month 
would be Pool 253626-A, the second contribution would be 253626-B, etc.). 

10 Fannie Mae has provided wire transfer information to the government in response to a grand jury subpoena. 
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purchased using wire transfers that were directly deposited into Olympia' s operating account at 
hidependence Community Bank. 1 1 

Attachment E contains exemplars of the wire transfer information used to create the Ust 
in Attachment D. These exemplars relate, once again, to the loan (see Attachment C). 

Attachment E contains three documents. The first document is a report prepared by Navigant 
Consulting that summarizes Fannie Mae's electronic wire transfer and loan information. As the 
report demonstrates, the loan was one of twenty-four loans purchased by Fannie Mae 

through a $3,037,595 wire transfer processed on July 23, 2004. The amount paid for the 
loan was $286,137.12 The second and third documents within Attachment E trace the flow of the 
$3,037,595 from Fannie Mae's account into Olympia's operating account at hidependence 
Community Bank. The second document is a Fannie Mae electronic wire transfer summary, 
which identifies all wire transfers from Fannie Mae to Olympia for 2004. Page fourteen of that 
report shows the July 23, 2004 transfer from Fannie Mae to hidependence Community Bank for 
$3,037,595. The final document is the July 2004 bank statement for the Olympia operating 
account at hidependence Community Bank. The third page of this bank statement shows the 
receipt by Olympia of the $3,037,595 whe transfer from Fannie Mae on July 23, 2004. hi 
combination, these three documents demonstrate that Fannie Mae purchased the refinanced 
loan from Olympia and transferred into Olympia's bank account the fimds necessary to 
pay for that purchase. Proof of payment from Fannie Mae to Olympia for the other refinance 
loans has also been compiled. 

^* Proof That Olympia Failed to Remit Payoff Payments to Fannie Mae 

Among the evidence of Olympia's failure to notify Fannie Mae's AD&M group of the 
payoffs (and the failure to subsequently transmit the payoff proceeds) is that all 257 A Loans 
were reported by Olympia m LASER as current and performing after Olympia should have 
reported the loans as closed and remitted the payoff proceeds. Olympia's failure to remit the 
payoff proceeds for the 257 A Loans is fiirther demonstrated by the P&I payments that Olympia 
reported to Fannie Mae's AD&M group and made to conceal the fraud. 

Tellingly, after Olympia was shut down in October 2004, and servicing was transferred to 
the new servicer (Cenlar), the principal and interest payments on the A Loans ceased to be made. 
Once the fraud was uncovered and Olympia was no longer servicing the loans, the ruse of 
making payments on the "Code 59" loans (or A Loans) could no longer continue. In contrast, 



1 1 Prior to late 2001, the operating account was maintained at Citibank. In a few instances, moneys were wired to 
other operating accounts maintained by Olympia. 

12 Fannie Mae forwarded to Olympia a significant portion of the purchase price of many of the refmance loans 
within 72 hours of the receipt (and acceptance) of the refinance loan documents from Olympia. The remaining 
amounts were forwarded to Olympia when the pools within which the loans were placed were closed. In this case, 
the original loan amount for the loan was $290,575 (see Loan B in Attachment C) and the amount wired on 
July 23 was $286,137 (approximately 98.5% of the total loan amount). The balance of the monies due to Olympia, 
net of certain fees and discounting, was remitted to Olympia as part of a second wire transfer (for $131,273.24) on 
August 3, 2004. 
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the principal and interest payments on the refinanced loans (or B Loans) and other loans that 
were not the subject of this theft continued to be made by the borrowers. 

Navigant Consulting has specifically identified individual checks that were written by 
Olympia to cover the P&I payments for A Loans after Olympia stole the payoff proceeds for 
such loans. A sample of a check written for the loan is included as Attachment F. As 

noted, the Olympia check registers show that a significant number of P&I checks were written 
each month by Olympiads servicing personnel as part of Olympia's effort to conceal the fraud. 
Examples of P&I checks written by Olympia have been compiled for other loans. 

V. Ongoing Efforts to Mitigate the Loss 

In an attempt to recover the unpaid principal balances, on November 16, 2004 Fannie 
Mae brought suit against Olympia and Lieb Pinter, one of its principals, in Federal District Court 
in the Eastem District of New York for breach of contract and fi-aud. By way of preliminary 
relief, Fannie Mae sought the appointment of a receiver to accompUsh the orderly transition of 
the servicing and administration of outstanding loans and to search for and secure assets. By 
Order dated November 23, 2004, Judge Nina Gershon appointed Karen Bahner to serve 
as receiver to identify, secure and recover Olympia assets for the benefit of Olympia's creditors. 
Fannie Mae is also taking other steps to identify recoverable assets and other potentially liable 
persons or entities. To date, Fannie Mae has recovered no portion of the $43,918,500.42 
outstanding balance of the 257 A Loans. 

VI. Summary 

Olympia stole payoff proceeds that it was supposed to have reported to Fannie Mae 
through LASER and remitted to Fannie Mae with respect to 257 A Loans Olympia was servicing 
for Fannie Mae. The financial loss to Fannie Mae resulting directly from Olympia's theft of the 
payoff proceeds is the total unpaid principal balance for the 257 A Loans as of the end of 
October 2004, which amounts to $43,918,500.42. These balances reflect the application of all 
payments received firom Olympia prior to Fannie Mae's transfer of servicing for these loans from 
Olympia to a new servicer. Fannie Mae has also incurred (and will continue to incur) costs in 
excess of $540,000 for the work Navigant Consulting has done to determine and verify the 
amount and extent of Fannie Mae's loss. 13 

As Fannie Mae's investigation into Olympia's fraud continues, Fannie Mae reserves the 
right to supplement this proof of loss as necessary and appropriate. 



13 Fannie Mae has incurred (and continues to incur) other costs as well, including significant sums on efforts to 
mitigate its loss and recover amounts stolen. 



10 
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A I G Technical Semces, Inc. 

175 Water Street 

New York, NY 10038 



CLAIM #: 165-029680. 165-029681 

FIDELITY BOND CLAIM DEPARTMENT PROOF OF LOSS 



EACH STATENIENT MUST BE MADE UNDEROATH 



ORIGINALLY SUBMITTED 6/23/05 AND UPDATED 12/21/05 
L Claim is hereby made upon the National Union Fire Insurance Company of Pittsburgh, PA 
pursuant to the terais of Bond No./Policy No. 600-97-48 for a loss sustained in the amount of 
$ See Attached , consisting of property and/or money as described in the schedule (Item #4) submitted 

below, which loss was discovered by us on the day of the month of See Attached 

20 , 

2. The loss is a direct result of (check and complete one of the boxes below): 



1 




Employee Dishonesty (Give Name of Employee(s)) 


2 




Loss on the Premises (Give Loss Location) 


3 




Loss Away From the Premises (Give Loss Location) 


4 




Forgery or Alteration of a Negotiable Instrument (Attach Forged Instrument and 
Affidavit of Forgery) 



3. And occurred under the following circumstances: 



See Attached 



4. The loss consisted of property valued as itemized and described in the table below, (Use extra pages as necessary). 



Date QuanityAnd Approximate Place Actual Amount 
of Loss Owner Description Date Purchased Purchased Cost Claimed 



See Attached 



Claim # 165-029680, 165-029681 



Total 

Less salary, commission, profit, etc. 

Net Loss 
(SEE REVERSE SIDE) 



$ See Attached 

$ 

$ See Attached 
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5. The Insured has no other suretyship/property insurance or other insurance under which the above 
claim, or any part thereof, is claimable, except the following: 



6. Circumstances were reported to the police department as follows: 



PoMce Department 


Officer 


Phone No. 


Case No. 


Date 













7. It is understood and agreed that the furnishing of this form to the insured or its preparation by any representative of 
the Company, or the acceptance or retention of the proof thereafter by the Company shall not constitute a waiver of 
any of the conditions fo the polcy . 



Da. /^-^Z-^- 



Subscribed and sworn to before me, the undersigned, at 

■on the v ic^ day of the month of )Uj^£J^ 




fitle of Officer Making Affidavit 
David Hise/, Senior Vice President and Controller 






Notary Puisilc District of Cofaimlsla 

My Commission Expires Febniffiry 14, 2007 



INSTRUCTIONS FOR MAKING PROOF 



Statement of loss should be an itemized account showing names, dates, amounts, and description of individual items, of money, 

securities or property, misappropriated, stolen or embezzled, as nearly as can be ascertained, and if representing collections made, the 

dates, names and addresses of the persons, firms or corporations fix>m which the collections were made. 

Credits should be similarly entered in detail, as to conmiissions or salary due and unpaid and any securities, notes, etc., should he 

listed individually with full description. 

Attach to proof all original vouchers, or otherwise verified copies of same and any further evidence in explanation or support of the 

amount or amounts for which claim is made. 

If other security, indemnity or surety against loss is held, list the amounts, names and addresses of the indemnities or sureties with Ml 

description of Same. 

NOTICE TO NEW YORK APPUC ANTS 

Any person who knowingly and with intent to defraud any insurance company or other person files an application for insurance or 
statement of claim containing any materially false information, or conceals for the purpose of misleading, information concerning any 
fact material thereto, commits a fraudulent insurance act, which is a crime, and shall also be subject to a civil penalty not to exceed five 
thousand dollars and the stated value of the claim for each such violation. 



NOTICE TO OHIO APPLICANTS: 

Any person who, with intent to defraud of knowing that he is facilitating a fraud against an insurer, submits an application or film s claim 
containing a false or deceptive statement is guilty of insurance fraud. 

NOTICE TO KENTUCKY APPLICANTS: 

Any person who knowingly and with intent to defraud any insurance company or other person files an application for insurance 
containing any materially false information or conceals for the purpose of misleading, information omitting any fact material thereto 
commits a fraudulent insurance act, which is a crime. 
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^1 FannieMae 



FINANCIAL INSTITUTUION BOND 
AND COMPUTER CRIME 

EFFECTIVE JUNE 30, 2004- JUNE 30, 2005 



INSURER: 

NATIONAL UNION FIRE INSURANCE COMPANY 

OF PITTSBURGH, PA 



Copy Control Number 
FIB 006 



mm 
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FINANCiAI. INSTrrUTION BOND 

SECTION 1 

National Union Rre Insurance Company of Pittsburgh, Pa. 
(A Stock Insurance Company, herein called the Company) 

DECLAItATIONS 

Bond Number 600-97-48 

Item 1. Name of Insured {herein called Insured) 

FANNIE MAE and alt wholly owned or majority owned subsidiary companies or 
corporations as now or hereinafter constituted or acquired^ and notified to 
Underwriters hereon with the provisions of General Agreement B of Financial 
Institution Bond and General Condition IC) of Electronic and Computer Crime Policy, 
and all Pension Plans or Trusts and Employee Welfare Plans or Trusts now or 
hereinafter owned and controlled by the insured and all as agreed by Underwriter 
hereon. 

Principal Address: 

3900 Wisconsin Avenue H, W, 

Washington. DC 20016-2899 

Item 2, Bond Period: from 12:01 a.m. on Juno 30r 2004 to 12:01 a.m. on June 30. 2005 

item 3. The Aggregate Liability of the Underwriter during the Bond Period shall be 

$50,000,000 combined for Sections 1 and 2 

Item 4. Subject to Sections 3 s^ndt 1 1 hereof^ 

the Single toss Limh: of Uabirity is $25^000^000 

the Single toss Deductible is $ 5,000,000 

Provided, however, that if any amounts are Inserted below opposite specified 
Insuring Agreements or Coverage, those amounts shall be controlling. Any amount 
set forth below shall be part of and not in addition to amounts set forth above, fif 
an Insuring Agreement or Coverage Is to be deleted, insert ''Not Covered*") 

Amount applicable to: Single toss timit of Single toss 

tiabilitv/Aaqreqate Deductible 

Insuring Agreement (A)-FIDEtlTV $25,000,000 $5,000,000 

Insuring Agreement (B)-ON PREMISES $25,000,000 $5,000,000 

Inauring Agreement (C)-IN TRANSIT $25,000,000 $5^000,000 

insuring Agreement (D)-F0RG6RY OR ALTERATION $25,000,000 $5,000,000 

Insuring Agreement (E)-SECURITieS $25,000,000 $5,000,000 

Insuring Agreement (F)-C0UNTeRF£lT CURRENCY $25,000,000 $5,000,000 
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Optional Insuring Agreements and Coverages: 

Insuring Agreement (G)4^IDEUTY CLAIM EXPENSE * 250,000/$250,000 

Insuring Agroement CH)-SERVICIN(3 CONTRACTORS $25,000,000 

Insuring Agroement «)-FORGEO/FRAUDULENT MORTGAGES $25,000,000 

(with respect to credit unions and deposit taking 

Institutions) 
Insurfng Agreement (I)-PORQEO/FRAUDUIENT MORTGAGES $25,000,000 

(all entities other than qredit unions and deposit talcing 

institutions) 
Trading Loss Covefago S2S,000,000 



NIL 
$5,000,000 
$3,000,000 



$5,000,000 
$5,000,000 



If "'Not Covered* Is Inserted above opposite any specified Insuring Agreennent or Coverage, such 
Insuring Agreennent or Coverage and any other reference thereto In this bond shall be deemed to 
be deleted therefrom. 

Item 5. The liability of the UndenA^rfter is subject to the terms of the following riders 

attached hereto: 

Sec^tfon 1, Riders No. 1 through S; Section 2, Rider No. 1: Sections 1 & 2. Riders 
No. 1 through 3 

Item 6. The Insured by the acceptance of this bond gives notice to the Underwriter 

terminating or canceling prior bond{s) or policy (les) No.(s) 2825046 such 
termination or cancellation to be effective as of the time this bond/policy becomes 
effective. 



Item 7. 



LOSSES TO BE NOTIFIED TO; 



WILLIS OF NEW YORK 
7 HANOVER SQUARE 
NEWYORK, NY 10004 
ATTN: STEPHEN LEQGETT 
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POUCYHOLDER DISCIOSURE STATEMENT 

UNDER 
TERRORISM RISK INSURANCE ACT OP 2002 

You are hereby notified thet under the federal TerroHsm RIek insurance Act of 
2002 (the 'Act^ effective November 26, 2002, yQU now have a right to purchase insurance 
coverage for losses arising out of an Act of Terrorism, v^hlch is defined In the Act as an 
act certified by the Secretary of the Treasury (I) to be an act of terrorism. (H) to be a 
violent act or an act that Is dangerous to (A) human life; (B) property or (O Infrastructure, 
(III) to have resulted In damage within the United States, or outside of the United States 
In case of an air carrier or vessel or the premises of a U.S. mission and (Iv) to have been 
committed by an Individual or Individuals acting on behalf of any foreign person or 
foreign Interest as part of an effort to coerce the civilian population of the United States 
or to Influence the policy or affect the conduct of the United States Oovemment by 
coercion. You should read the Act for a complete description of its coverage. The 
Secretary's decision to certify or not to certify an event as an Act of Terrorism end thua 
covered by tills law Is final and not subject to review. There Is a $100 billion dollar 
annual cap on all losses resulting from Acts of Terrorism above which no coverage will 
be provided under this policy and under the Act unless Congress makes some other 
determination. 

f^or your Information, coverage provided by this policy for losses caused by an Act 
of Terrorism may be partially reimbursed by the United States under a formula 
established by the Act. Under this formula the United States pays 80% of terrorism 
losses covered by this law exceeding a statutorily established deductible that must be 
met by the Insurer, and which deductible Is based on a percentage of the insurer's direct 
earned premiums for the year preceding the Act of Terrorism. 

Unless you sign this form and return it to us rejecting Terrorism Coverage under 
the Federal Act* you will be covered for Terrorism as defined In the Act and your 
premium for that coverage ln t4»SS0 , 



I hereby reject coverage In accordance with the Act. 



Signature of insured 



Print Name/Title 



Pate 

COPY OF DISCLOSURE SENT WITH ORIQINM. OUOTE 



Insured Name: FMIIH MM 



Policy Number: SdO^ST-dS 

Policy Period Effective Date From: JUM 30, 2004 To: J son 30, ZOOS 



81285 (1/03) 
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The Uhdorwritar, In consideration of an agreed premium, subject to the Declarations, Insuring 
Agreements. General Agreements, Conditions and Limitations and other terms hereof, agrees to 
Indemnify the Insured for: 

IWSURIMG AGREEMENTS 
FIDEUTY 

CA) n I toss resulting directly from dishonest or fraudulent acts committed by an Employee 
acting alone or in collusion with others. 

Such dishonest or fraudulent acts must be committed by the Employeet 

(a) to cause the Insured to sustain such loss; or 

(b) to obtain financial benefit for the Employee or another person or entity* 

Notwithstanding the foregoing, however, it is agreed thnt with regard to Loans 
and/or Trading this bond covers only loss resulting directly from dishonest or 
fraudulent acts committed by an Employee with the Intent to make and which 
results In: 

(I) a financial benefit for the Employee; 

(iil a financial benefit for another person or entity with whom the Employee 
committing the dishonest or fraudulent act was in collusion, provided that 
the Insured establishes that the Employee intended to participate in the 
financial benefit; or 

lin) the intentional transfer of funds or Property to the benefit of an innocent 
third party, committed by the Employee in the knowledge that such third 
party was not lawfully entitled to such funds or Property and which funds or 
Property is not lawfully recoverable by the Insured. 

(A) (2) Physical loss of or damage to Property^ Electronic Data or Electronic Data 
Processing Media as a result of acts committed by an Employee (including malicious 
acts of Employees), whether committed alone or in collusion with others, which 
acts are committed with the intent to cause the Insured to sustain such loss. 

As used throughout this Insuring Agreement, financial benefit does not include any 
employee benefits earned in the normal course of employment, including: salaries, 
commissions, fees, bonuses, promotions, awards, profit sharing or pensions. The 
term "funds or Property" does not Include any loan or transaction in the nature of 
or amounting to a loan or a lease or an extension of credit. 

Notwithstanding the above, it is agreed that in determining the amount of any loss 
payable under this bond, the Insured may include payments to individual Employees 
which are bonuses, commissions and profit sharing as part of such loss provided 
that such payments have been solely as the result of the Employee committing a 
dishonest or fraudulent act as described In this Insuring Agreement. 
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As used herein: 

Loans means all extensions of credit by the Insured and all transactions creating a 
creditor relationship in favor of the Insured and all transactions In which the Insured 
assumes an existing creditor relationship. 

Trading means trading or other dealings in securities, commodities, futuresr 
options, foreign or Federal Funds, currencies, foreign exchange and the ril<e. 

Electronic Data moans facts or information converted to a fonm useable in a 
Computer System and which is stored on Electronic Data Processing Media for use 
by computer programs- 

Electronic Data Processing Media means punched cards, magnetic tapes, punched 
tapes or magnetic discs or other bulk media on which data is recorded. 

ON PREMISES 

IB) (1) Loss of Property resulting directly from 

(a| robbery, burglary, misplacement, mysterious unexplalnable disappearance 
and damage thereto or destruction thereof, while the Property Is lodged or 
deposited within offices or premises located anywhere, or 

lb) theft, false pretenses, common law or statutory larceny, committed by a 
person 

(i) present in an office of or on the premises of the insured, or 

(ii) present on the premises in which the Property is lodged or deposited. 

(2) LOSS of or damage to 

(a) furnishings, fixtures, supplies or equipment within an office of the Insured 
covered under this bond resulting directly from larceny or theft in, or by 
burglary or robbery of» such office, or attempt thereat, or by vandalism or 
malicious mischief, or 

lb) such office resulting from larceny or theft in, or by burglary or robbery of 
such office or attempt thereat, or to the interior of such office by vandalism 
or malicious mischief, provided that 

i) the Insured is the owner of such furnishings, fixtures, supplies, 

equipment or office or is liable for such loss or damage, and 
ii) the loss is not caused by frre. 
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(CJ (1} Loss of Property resulting directly from robbery, common-law or statutory larceny, 
theft, misplacement, mysterious unexplalnable disappaarancs, being lost or 
otherwise made away with> and damage thereto or destruction thereof, while the 
Property is in the custody of a person designated by the Insured to act as its 
messenger (or a person acting as messenger or custodian during an emergency 
arising from the incapacity of such designated messenger! and while the Property Is 
In transit anywhere, such transit to begin Immediately upon receipt of such Property 
by said messenger and to end immediately upon delivery to the designated recipient 
or its agent. 

C2) toss by reason of any non-negotiable instruments being lost from any peril set forth 
In paragraph H) above while in transit In the custody of a carrier for hire, such 
transit to begin immediately upon receipt of such property by the transporting 
personfs) and to end Immediately upon delivery to the designated recipient or its 
agent. 

FORGERY OR ALTCRATiON 

(D) Loss resulting directly from 

il) Forgery or alteration of, on or In any Negotiable Instrument (except an Evidence of 
Debt}i Acceptance, withdrawal order, receipt for the withdrawal of Property, 
Certificate of Deposit or Letter of Credit, 

12) transferring, paying or delivering any funds or Property or establishing any credit or 
giving any value on the farth of any written Instructions or advices directed to the 
Insured and authorizing or acknowledging the transfer, payment, delivery or receipt 
of funds or Property, which instructions or advices purport to have been signed or 
endorsed by any customer of the Insured or by any banking institution but which 
Instructions or advices either bear a signature which is a Forgery or have been 
altered without the knowledge and consent of such customer or banking institution. 
Telegraphic, cable or teletype instructions or advices, as aforesaid^ exclusive of 
transmissions of electronic funds transfer systems sent by a person other than the 
said customer or banking institution purpoiting to send such instructions or advices 
shall be deemed to bear a signature which is a Forgery. 

A mechanically reproduced facsimile signature Is treated the same as a handwritten 
slgr^ature. 

SECURITIES 

(E) Loss resulting directly from the Insured having, m good faith, for Its own account or for 
the account of others, 

(1) acquired, sold or delivered, or given value, extended credit or assumed liability, on 
the faith of, or otherwise acted upon, any original 
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(F) 



(a) Security, 

(b) Document of Title, 

Jc) 4e^i mortgage or other instrument conveying title to. or creating or 
discharging a lien upon, real property, 

(d) Certificate of Origin or Title, 

(e) Evidence of Debt, 

if} corporate, partnerahip or personal Guarantee, or 

ig) Security Agreement ^ 

statements of uncertificated securitiee of any book entry facility with written 

Instructions 



(h) 
which 



i) bears a signature of any maker, drawer. Issuer, endorser, assignor, lessee, 

transfer agent, registrar, acceptor, surety, guarantor, or of any person 
signing in any other capacity which is a Forgery, or 

ii) IS altered, or 

ill) is lost or stolen; 

(2> guaranteed In writing or witnessed any signature upon any transfer, assignment, bill 
of sale, power of attorney, Guarantee, endorsement or any items listed in (a) 
through (h) above; 

(3) ac<|uired. sold or delivered, or given value, extended credit or assumed liability, on 
the farth of, or otherwise acted upon, any item listed in (a) through (dj above which 
IS a Counterfeit. 

Actual physical possession of the items listed In (a) through (h) above by the insured, its 
correspondent bank or other authorized representative, is a condition precedent to the 
Insured's having relied on the faith of, or otherwise acted upon such "items. 

A mechanically reproduced facsimile signature is treated the same as a handwritten 
signature^ 

CQUftfTERFBT CURReWCY 

Loss resulting directly from the receipt by the Insured, in good faith, of any Counterfeit 
Money, coin or currency of the United States of America, Canada or any other country. 

FIPEUTY CLAIM EXPENSE 

(Q) Fees and expenses incurred and paid by the Insured with the prior approval of the 

Underwriter, for independent outside accountants to determine the amount and extent of 
loss covered under Insuring Agreements of this bond. 
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QgjyEftAL AGREEMENTS 

NQMiNEES 

A Loss sustained by ar^y nominee organised by the Insured for the purpose of handling 

certain of its business transactions and composed exclusively of its officers, clerks or 
other employees shall, for all the purposes of this bond and whether or not any partner of 
such nominee Is Implicated in such loss, be deemed to be loss sustained by the Insured, 

ADDITIONAL OFFICES OR EMPLOYEES - CONSOLIDATION, 
MERGER OR PURCHASE OF ASSETS - NOTICE 

B If the Insured shall, while this bond Is in force, establish any additional offices, other than 

by consolidation or merger with, or purchase of assets of. another institution, such offices 
shall be automatically covered hereunder from the date of such establishment without the 
requirement of notice to the Underwriter or the payment of additional premium for the 
remainder of the premium period. If the Insured shall, while this bond is in force, 
consolidate or merge with, or purchase assets of. another Institution, the Insured shall not 
have such coverage as is afforded under this bond for loss which 

(a) has occurred or will occur In offices or premises, or 

(b) has been caused or will be caused by an employee or employees of an Institution, 
or 

(c) has arisen or will arise out of the assets acquired by the Insured as a result of such 
consolidation, merger or purchase of assets; unless the Insured shall 

ij give the Underwriter written notice of the proposed consolidation, merger or 

purchase of assets at least 80 days prior to the proposed effective date of 

the consolidation, merger or purchase of assets, and 
If) obtain the written consent of the Underwriter to extend the coverage 

provided by this bond to such additional offices or premises, Employees and 

other exposures, and 
til) pay to the Underwriter an additional premium computed pro rata from the 

date of such consolidation, merger or purchase of assets to the end of the 

current premium period. 

Notwithstanding the foregoing, the Underwriter agrees to automatically extend such 
coverage as is afforded under this bond to any consolidated, merged or acquired Institution 
which has less than twenty (20%) percent of the Insured's assets without the payment of 
additional premium for the remainder of the premium period provided, however, that the 
Insured gives the Underwriter written notice of such consolidation, merger or purchase, or 
acquisition of assets or liabilities within ninety (90) days after the effective date of such 
action. 
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CHANGE OF CONTROL -NOTICE 

C When the Insured learns of a transfer of its outstanding voting stock which results in a 
change of control of the Insured, it shall within sixty (60) days give written notice to the 
Underwriter setting forth 

(a) the names of the transferors and transferees lor the names of the beneficial owners 
if the shares are registered in another name), and 

(b) the total number of shares owned by the transferors and the transferees {or the 
beneficial owners), both immediately before and after the transfer, and 

|c) the total number of outstanding shares of voting stock. 

As used in this General Agreement, control means the power to determine the 
management or policy of the Insured by virtue of voting stock ownership. A change in 
ownership of voting stock which results in direct or indirect ownership by a stockholder or 
an affiliated group of stockholders of twenty (20%) percent or more of the outstanding 
voting stock of the Insured shall be presumed to result in a change of control for the 
purpose of the required notice. 

Failure to give the required notice shall result in termination of coverage of this bond, 
effective upon the date of stock transfer, for any loss in which any transferee is 
implicated. 

WARRANTY 

D. No statement made by or on behalf of the Insured, whether contained in the application or 
otherwise, shall be deemed to be a warranty of anything except that it is true to the best 
of the knowledge and belief of the person making the statement. 

JOINT INSURED 

£. If two or more Insureds are covered under this bond, the first named Insured shall act for 
all Insureds. Payment by the Underwriter to the first named Insured of loss sustained by 
any insured shall fully release the Underwriter on account of such loss. If the first named 
insured ceases to be covered under this bond, the Insured next named shall thereafter be 
considered as the first named Insured. Knowledge possessed or discovery made by any 
Insured shall constitute knowledge or discovery by all Insureds for all purposes of this 
bond. The liability of the Underwriter for loss or losses sustained by all Insureds shall not 
exceed the amount for which the Underwriter would have been liable had all such loss or 
losses been sustained by one Insured* 
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COURT COSTS AND ATTORNEYS* FEES 
(a) Cotleotible Loss 

The Underwriter shall Indemnify the Insured against coyrt costs and reasonable 
attorneys' fees Incurred and paid by the Insured In defending any suit or legal 
proceeding brought against the Insured to enforce the Insured's liability or alleged 
liability on account of any loss, claim or damage which, if established against the 
Insured, would constitute a collectible loss under this bond in excess of any 
Deductible Amount. Such indemnity shall be a part of the Aggregate Umit of 
Liability and the Sub-Limit for the applicable Insuring Agreement(s). 

However, if multiple causes of action are alleged in any such suit or legal 
proceeding some of which causes of action, if established against the Insured, 
would not constitute a collectible loss under the bond, then the Insured shall bear 
for its own expense the court costs and attorneys* fees incurred In the defense of 
such alleged causes of action. 

(b) Calculation of Costs and Fees 

(1) Aggregate Limit or sub-limit not reduced 

The following formula is to apply solely for the purpose of calculating how 
court costs and attorneys* fees are to be pro-rated when the Aggregate 
Limit of Liability or a sub-limit has not been reduced; 

If the amount of the Insured's liability or alleged liability is greater than the 
amount recoverable under this bond, or if a Deductible Amount is applicable, 
or both, the liability of the Underwriter under this General Agreement F is 
limited to the proportion of court costs and attorneys' fees Incurred and paid 
by the Insured or by the Underwriter that the amount recoverable under this 
bond bears to the total of such amount plus the amount which is not so 
recoverable. 

(2) Aggregate Limit or sub-limit reduced 

The following formula is to be applied solely for the purpose of calculating 
how court costs and attomeys* fees are to be prorated when the Aggregate 
Limit of Liability or a sub-limlt has been reduced in part: 

If the amount of the Insured's liability or alleged liability is greater than the 
reduced amount recoverable under this bond at the time court costs and 
attorneys' fees are to be calculated, or If a Deductible Amount Is applicable, 
or both, the liability of the Underwriter under this General Agreement F is 
limited to the proportion of court costs and attorneys' fees incurred and paid 
by the Insured or by the Underwriter that the reduced amount recoverable 
under this bond bears to the total of such amount plus the amount which is 
not so recoverable. 
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(c) Rgifnbursement of Excess Payment 

If the Underwriter pays court costs and attorneys' fees in excess of its 
proportionate share of such costs and fees, the Insured shall promptly reimburse 
the Underwriter for such excess. 

(d) Reduction of Aggregate Urntt of Liability or sub-limit 

Court costs and attorneys' fees indemnified to the Insured under this General 
Agreement F. shall be a part of, and not in addition to, the Aggregate Umit of 
Uability or applicable sub-limit and payments made under this bond, including 
payments of court costs and attorneys' fees shall reduce the amount of the 
Aggregate Limit of Liability or sub-lfmit stated in Item 3, of the Declarations. 

|e> Notice of Legal Proceedings 

The Insured shall promptly give notice to the Underwriter of the institution of any 
suit or legal proceeding referred to in paragraph (a) above and at the request of the 
Underwriter shall furnish it copies of alt pleadings and other papers therein. 

(f) Election to Defend 

At the Underwriter's electioni the Insured shall permit the Underwriter to conduct 
the defense of such suit or legal proceeding, in the Insured's name, through 
attorneys of the Underwriter's selection. 

In such event, the Insured shall give all reasonable information and assistance 
which the Underwriter shall deem necessary to the defense of such suil or legal 
proceeding^ 

fg) Payment of Court Costs and Attorneys' Fees 

The Underwriter shall not be liable to indemnify the Insured for court costs and 
attorneys' fees until after final judgment or settlement of any suit or legal 
proceeding. 

CONDITIONS AND UMtTATlQMS 

DEFINITIONS 

Section 1 , As used in this bond: 

ja) Acceptance means a draft which the drawee has, by signature written thereon, engaged 
to honor as presented. 

(b) Certificate of Deposit means an acknowledgment In writing by a financial Institution of 
receipt of Money with an engagement to repay it. 
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(c) 

(d) 



C^ftlfiGate of origin or Title means a document issued by «, 'rianufaotyrj of pemo^^^ 
property or a governmental agency evidencing the ownership of the personal property and 
by which ownership Is transfenred. 
Counterfeit means an Imitation which is intended to deceive and to be taken as an original. 

Document of Title means a bill of lading, dock warrant, dock receipt ^^^^^J^^^^^^^^^^ 
order for the delivery of goods, and also any other document which in the regular cou se 
of business or financing Is treated as adequately evidencing that the person in Possession 
of it Is entitled to receive, hold and dispose of the document and the goods it covera and 
must purport to be issued by or addressed to a bailee and purport to cover goods in the 
bailee's possession which are either identified or are fungible portions of an identified 
mass* 

{f ) Employee means 

(1 ) an officer or other employee of the Insured, while employed In, at or by any of the 
Insured's offices or premises covered hereunder, and a guest student pursuing 
studies or duties in any of said offices or premises; 

(2) an attorney retained by the Insured and an employee of such attorney while either 
Is performing legal services for the Insured; 

(3) a person provided by an employment contractor to perform employee duties for the 
Insured under the Insured's supen/islon at any of the Insured's offices or premises 
covered hereunder; 

{4) an employee of an institution merged or consolidated with the Insured prior to the 
effective date of this bond; 

t5J each natural person, partnership or corporation authorized by the Insured to perfomi 
services as data processor of checks or other accounting records of the Insured, 
herein called Processor. (Each such Processor, and the partners, officers and 
employees of such Processor shall, collectively, be deemed to be one Employee for 
all the purposes of this bond, excepting, however, the second paragraph of Section 
12* A Federal Reserve Bank or clearing house shall not be construed to be a 
processor); 

(6) each natural person, partnership, or corporation authorized by the Insured to 
design, prepare, supply or service electronic instructions for the Insured's computer 
systems herein called Independent Software Contractors. Each such Independent 
Software Contractor and its parent, officers, and employees shall collectively be 
deemed to be one employee; 

(7) consultants that have a valid written contract with the insured. 
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ia) Evidence of Debt means m Instrument, Including a Negotiable Instrument, executed by a 
customer of the Insured and held by the Insured which in the regular course of business is 
treated as evidencing the customer's debt to the Insured. 

(h) Forgery means the signing of the name of another with intent to deceive; It does not 
Include the signing of one's own name with or without authority, in any capacity, for any 
purpose. 

(i) Guarantee means a written undertaking obligating the signer to pay the debt of another to 
the Insured or its assignee or to a financial institution from which the Insured has 
purchased participation in the debt. If the debt Is not paid in accordance wrth its terms. 

(1) Letter of Credit means an engagement In writing by a bank or other person made at the 
request of a customer that the bank or other person will honor drafts or other demands for 
payment upon compliance with the conditions specified in the Letter of Credit. 

(k) Money means a medium of exchange In current use authorised or adopted by a domestic 
or foreign government as a part of its currency. 

(I) Negotiable Instrument means any writing: 

CI) signed by the maker or drawer; and 

(2) containing an unconditional promise or order to pay a sum certain in Money and no 
other promise, order, obligation or power given by the maker or drawer; and 

(3) is payable on demand or at a definite time; and 

(4) is payable to order or bearer. 

{m\ Property means Money, Securities, Negotiable Instruments to include negotiable mortgage 
notes and any other negotiable Instruments used by FANNIE MAE, Certificates of Deposit, 
Documents of Title, Acceptances, Evidences of Debt« Security Agreements, withdrawal 
orders. Certificates of Origin or Title, Letters of Credit, insurance policies, abstracts of 
title, deeds and mortgages on real estate, revenue and other stamps, tokens, unsold state 
lottery tickets, books of account and other records whether recorded In writing or 
electronically, gems, jewelry, precious metals In bars or ingots, and tangible items of 
personal property which are not hereinbefore enumerated. 

In) Security means an instrument which 

H) is issued In bearer or registered form; and 

{2> is of a type commonly dealt in upon securities exchanges or markets or commonly 
recognized in any area in which it Is issued or dealt in as a medium for investment; 
and 

(3) Is either one of a class or series or by its terms is divisible into a class or series of 
instruments; and 
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(4) evidence. 3 share, participation or other Interest In property or in an enterprise or 
evidances an obligation of the issuer. 

,0) security Agreement means en agreement which creates an interest in personal property or 
fixtures and which secures payment or performance of an obligation. 

EXCLUSIONS 

Section 2. This bond does not cover: 

(8) loss resulting directly or indirectly from Forgery or alteration, except when covered under 



lb) 



(c) 



Insuring Agreements (A),(D),(E) or (F); 

loss due to riot or civil commotion outside the United States of America ?"d Canada; or 
loss due to military, naval or usurped power, war or insurrection unless such loss occurs in 
"an^ttn the drS^^^^^^ recited in Insuring Agreement (C), and "n«^«- .,f «" ^";^^, 

t St was initiated, there was no knowledge of such riot, civil ™'""'°t.on ^^t-V^ "ava^ 
or usurped power, war or insurrection on the part of any person acting for the Insured in 
initiating such trenslti 

loss resulting directly or Indirectly from the effects of nuclear fission or fusion or 
radioactMtv; provided, however, that this paragraph shall not apply to loss resulting from 
industrial uses of nuclear energy; 

(d) loss resulting directly or indirectly from any acts of any director of the Insured other than 
one employed as a salaried, pensioned or elected official or an Employee of the Insured, 
except when performing acts coming within the scope of the usual duties of an Employee, 
or while acting as a member of any committee duly elected or appointed by resolution of 
the board of directors of the Insured to perform specific, as distinguished from general, 
directorial acts on behalf of the Insured; 

(e) loss resulting directly or indirectly from the complete or partial non-payment of, or default 
upon, any loan or transaction in the nature of a loan or extension of credit, whether 
involving the Insured as a lender or as a borrower, including the purchase, discounting or 
other acquisition of false or genuine accounts, invoices, notes, agreements or Evidances of 
Debt, whether such loan or transaction was procured In good faith or through trick, 
artifice, fraud or false pretenses, except when covered under Insuring Agreements (A), (D), 
(£) or II); 

(f) loss of Property contained In customers' safe deposit boxes, except whan the Insured is 
legally liable therefor and the loss is covered under Insuring Agreement (A); 

ig) loss through cashing or paying forged or altered travelers' checks or travelers' checks 
bearing forged endorsements, except when covered under Insuring Agreement (A); or loss 
of unsold travelers' checks or unsold money orders placed in the custody of the Insured 
with authority to sell, unless (a) the Insured is legally liable for such loss and (b) such 
checks or money orders are later paid or honored by the drawer thereof, except when 
ijovered under Insuring Agreement (A); 



13 



Case 1 :05-cv-02462-RMU-AK Document 1 Filed 1 2/23/2005 Page 56 of 77 



(h) 



Ci) 



{>} 



(k) 



loss caused by an Employee, except when covered under neuring '^greement {A JJ^^^^^ 
cohered under Insuring Agreement (8) or (C) and reeufting directly from rmsplacement. 
mysterious unexplsinable disappearance or destruction of or damage to Property, 

loss resulting directly or indirectly from trading, with or without the knowledge of the 
Insured, whether or not represented by any indebtedness or balance shown to ^^^fj^^ 
Insured on any customer's account, actual or fictitious, and notwithstanding any act or 
omission on the part of any Employee in connection with any account f !«'"9 ^^^^ 
trading, indebtedness, or balance, except when covered under Insunng Agreements (A>, 
<D) or (E); 

shortage In any tellers cash due to error, regardless of the amount of such shortage, and 
any shortage in any teller's cash which 1$ not in excess of the normal shortage in the 
tellers' cash in the office where such shortage shall occur shall be presumed to be due to 
error; 

loss resulting directly or Indirectly from the use of credit, debit, charge, access, 
convenience, identification or other cards 

(1} in obtaining credit, or 

(2) In gaining access to automated mechanical devices which, on behalf of the Insured, 
disburse Money, accept deposits, cash checks, drafts or similar written instruments 
or make credit card loans, or 

(3) in gaining access to point of sale terminals, customer-bank communication 
terminals, or similar electronic tenninals of electronic funds transfer systems, 

whether such cards were issued, or purport to have been Issued, by the Insured or by 
anyone other than the Insured, except when covered under Insuring Agreement <A): 

(I) loss involving automated mechanical devices which, on behalf of the Insured, disburse 
Money, accept deposits, cash checks, drafts or similar written instruments or make credit 
card loans, unless such automated mechanical devices are situated within an office of the 
Insured which is permanently staffed by an Employee whose duties are those usually 
assigned to a bank teller, even though public access is from outside the confines of such 
office, but in no event shall the Underwriter be liable for loss (including loss of Property) 

(1) as a result of damage to such automated mechanical devices from vandalism or 
malicious mischief perpetrated from outside such office, or 

m as a result of failure of such automated mechanical devices to function properly, or 

<3) through misplacement or mysterious unexplainable disappearance while such 
Property is located within any such automated mechanical devices, except when 
covered under Insuring Agreement {AU 
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(m) loss through the surrender of Property away from an office of the Insured as a result of a 



In) 



(o) 



(P) 
(q) 



{rj 



(s) 



(t) 



threat 
(1) 



to do bodily harm to any person, except loss of Property in transit in *e custody of 
Iny person acting as messenger provided that when such transit was initiated there 
was no knowledge by the Insured of any such threat, or 
(2) to do damage to the premises or property of the Insured, 

except when covered under Insuring Agreement |A); 

loss resulting directly or indirectly from payments made or withdrawals f™"^ ^ d^PosJ"^'* 
account involving erroneous credits to such account, ""«««%. ^"<''! PJ^P^iito 
withdrawals are physically received by such depositor or representative of such deposrtor 
Who is within the office of the Insured at the time of such payment or withdrawal, or 
except when covered under insuring Agreement (A); 

loss resulting directly or indirectly from payments made or withdrawals from a depositor's 
account involving items of deposit which are not finally paid for any reason, .ndudirig but 
not limited to Forgery or any other fraud, unless such payments or withdrawals are 
physically received by such depositor or representative of such depositor who is within the 
office of the Insured at the time of such payment or withdrawal, or except when covered 
under Insuring Agreement (AJ; 

loss resulting directly or indirectly from counterfeiting, except when covered under 
Insuring Agreements (A), (E), (F) or (15; 

loss of any tangible item of personal property which is not specifically enumerated in the 
paragraph defining Property and for which the Insured is legally liable, if such property is 
specifically insured by other insurance of any kind and in any amount obtained by the 
Insured, and in any event, loss of such property occurring more than 60 days after the 
Insured shall have become aware that it is liable for the safekeeping of such property, 
except when covered under Insuring Agreements (A) or (Bl(2)j 

loss of Property while in the mail or with a carrier for hire lothar than an armored motor 
vehicle company), except when covered under Insuring Agreement (A) or insuring 
Agreement (C)(2); 

loss of potential income or profit including, but not limited to, interest, dividends, 
commissions and the like; 

damages of any type for which the Insured is legally liable, except direct compensatory 
damages arising from a loss covered under this bond; 

(u) costs, fees and other expenses incurred by the Insured in establishing the existence of, or 
amount of, loss covered under this bond, except when covered under Insuring Agreement 
(G) FIDELITY CLAIM EXPENSE; 

(v) indirect or consequential loss of any nature. 
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AGGREGATE IIMIT OF UABILlTY/NQN-ACCUM Mt ATIOM OF UABIUTY 

Section 3. 

The total liability of the Underwriter for all losses discovered during the Bond Pf"^^set forth in 
rtem 2 the Declarations and including court costs and attomavs' fees ^'''"^ed to the 
Aggregate Limit of Uability stated in Item 3. of the Declarations of *« bond or amendrnants 
Sfereto T^a sub-fimit of any Insuring Agreemant(s) is part of and not .n add.t.on to the Aggregate 
So Uability and the total liability of the Underwriter for all ossaa. .nduding '^"f J^J/ ^'«' 
attomevs- fees, concerning any such Insuring Agreement(s) is limited to the amount of the sub- 
limit, irrespective of the total amount of such loss or losses. 

The Aggregate Umrt of Liability shall be reduced by the amount of any payment nwde under this 
bond UpoS the exhaustion of the Aggregate Limit of Uability by such payments, the Underwriter 
shall have no further liability: 

(aj to indemnify the Insured under any Insuring AQreement(s) of this bond for any loss 
or losses,* and/or 

(b) to Indemnify the Insured under Qeneral Agreement F. of this bond for any court 
costs and attorneys* fees; and/or 

(c) to continue the defense of the Insured under General Agreement F. of this bond, in 
the event of Underwriter's election to conduct the defense of any suit or legal 
proceedings. Upon notice by the Underwriter to the Insured that the Aggregate 
Limit of Uability has been exhausted, the Insured shall assume ell responsibility for 
its defense at Its own cost. 

In addition to the Aggregate Limit of Uability being reduced, the sub-limit of any applicable 
Insuring Agreement(s) stated in Item 4. of the Declarations shall be reduced by the amount of any 
payment made in connection with said Insuring Agreementts). Upon exhaustion of the sub-limit 
applicable to said Insuring Agreement{s) by such payments, the Underwriter shall have no further 
liability: 

(aj to indemnify the Insured under said Insuring Agreemont(s) of this bond for loss or 
losses; and/or 

(bJ to indemnify the Insured under General Agreement F, of this bond for any court 
costs and attorneys' fees incurred in connection with said loss or losses; and/or 

{cj to continue the defense of the Insured under General Agreement F* of this bond in 
the event of the Underwriter's election to conduct the defense of any suit or legal 
proceeding in connection with said loss or losses. Upon notice by the Underwriter 
to the Insured that the sub-limit has been exhausted, the Insured shall assume all 
responsibility for Its defense at its own cost. 
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If, by reason of payments made under this bond, the Aggregete Um.t of Uebility ^^J^^^^ » ^" 
amolnt less than the amount stated for any sub-limit in Item 4. of the Dec a^fons °J th,s bond 
t!^n the amount of any such sub-fimft shall be accoidingly reduced so ^^at the total amount 
avtJiaSe uS such sutlimit for any loss or losses, including court '^'^^^ «"!i,f;,'"Ji*^^ 
does not exceed the reduced amount remaining available under the Aggregate L,m.t of Uabrtity. 

Neither the Aggregate Umit of Liability nor any sub-limit shall be reinstated in whole or in part by 
any recovery effected subsequent to any payment made under this bond. 

R^aardless of the number of years this bond shall continue in force or any subsequent renewals 
orS^menrandThe' number of premiums which shall be payable or paid, the liabHity of the 
Underwriter shall not be cumulative in amounts from year to year or from period to penod. 

If a loss is covered under more than one Insuring Agreement, the maximum amount P«yaWe with 
. respect to such loss shall not exceed the largest amount available under any one Insuring 
Agreement* 

In the event that a loss of Property discovered during the Bond Period set ^<>^i l"^ !!«*^f '^^^^^^ 
Declarations of this bond 1^ settled by the Underwriter through the use of e tost instrument bond 
or indemnity agreement, such loss, to the extent that the Underwriter Is not called upon to pay 
under said tost Instrument bond or indemnity agreement or otherwise remains unpaid by the 
Underwriter, shall not reduce the Aggregate Umit of Uabllity or any applicable sub-limit remaining 
for the payment of any loss or losses. However, any payment by the Underwriter under such lost 
instrument bond or indemnity agreement shall be deemed to be e payment under this bond. 

The exhaustion or reduction of the Aggregate Limit of Liability or any sub-limit shall not affect the 
Underwriter's obligations In connection with any lost Instalment bond or indemnity agreement 
issued prior to the exhaustion or reduction of the Aggregate Limit of Liability or any applicable 
sub-limit. 

DISCOVERY 
Section 4. 

This bond applies to loss discovered by the Insured during the bond period- Discovery occurs 
when the Director of Corporate Risk and/or General Counsel first becomes aware of facts \Afhich 
would cause a reasonable parson to assume that a loss covered by the bond has been or will be 
Incurred, even though the exact amount or details of loss may not then be known. 

Discovery also occurs when the Director of Corporate Risk and/or General Counsel receives notice 
of an actual or potential claim in which it Is alleged that the Insured is liable to a third party under 
circumstances which^ if true, would create a loss under this bond. 

NOTICE/PROOF - LEGAL PROCEEDINGS 
Section 5. 

(a) At the eariiest practicable moment, not to exceed ninety (90) days after notification to the 
Director of Corporate Risk and/or General Counsel of discovery of toss, the Insured shall 
give the Underwriter hereon notice thereof. 
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(b) 
(C) 
(d) 



Within 6 months after such discovery, the Insured shall furnish to the Underwriter proof of 
loss, duly sworn to, with full particulars. 

Lost Certificated Securities listed In a proof of loss shall be identified by certificate or 
bond numbers If such securities were issued therewith. 

Legal proceedings for the recovery of any loss hereunder shall not be f/°"9h^^"f^;° ^^^^^ 
exDiratlon of 60 days after the original proof of loss is filed with the Underwriter or after 
the expiration of 24 months from the discovery of such loss, except that any ^f^^not 
oroceeding to recover hereunder on account of any judgment against the Insured in any 
suit mentioned in General Agreement F, or to recover attomeys* fees paid in any such surt, 
shall be brought within 24 months from the date upon which the judgment in such suit 
shall become final. 

(e) If any limitation embodied in this bond is prohibited by any law controlling the construction 
hereof, such limitation shall be deemed to be emended so as to equal the minimum penod 
of limitation provided by such law. 

*f) This bond affords coverage only in favor of the Insured. No suit, action or legial 
proceedings shallbe brought hereunder by anyone other than the named Insured, 

VALUATION 

Section 6. 

Any loss of Money, or loss payable in Money, shall be paid, at the option of the Insured, in the 
Money of the country in which the loss was sustained or in the United States of America dollar 
equivalent thereof determined at the rate of exchange published by the Wall Street Journal at the 
time of such loss. 

Securities 

The Underwriter shall settle in kind its liability under this bond on account of loss of any 
Securities or, at the option of the Insured shall pay to the Insured the cost of replacing such 
Securities, determined by the market value thereof at ttie time of such settlement. In case of a 
loss of subscription, conversion or redemption privileges through the misplacement or loss of 
Securities, the amount of such loss shall be the value of such privileges immediately preceding 
the expiration thereof » If such Securities cannot be replaced or have no quoted market value or If 
such privileges have no quoted market value their value shall be determined by agreement or 
arbitration. 

However, if prior to the settlement of the claim by the Underwriter^ the Insured shall be 
compelled by law or by market rules with force of law to purchase equivalent Securities and give 
written notification of this to the Underwriter, the cost incurred by the Insured shall be taken as 
the value of those Securities. 
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in amount to indemnrfy the Insured in full for ^"^^ '°JJ °\^,, "L .« the oayment for or the 

coverage. 

Securitias held In book entry form or In bulk by the issuer, olearinfl agency or «:"stodian, may be 
fdenXd in proof of loss by the presentation of the statementjs) of such issuers, cleanng agency 
or Siodlan r^^^^^^^ the Insured's interest therein, instead of by certificate number. 

Books of Account and Other Records 

in ease of toss, or damage to, any books of account or other records used by the Insured in rts 
LTness the U'nde^rite? shall beUle under this bond only if such books 'j;«-°^/^ ^'^f^^ 
reproduced and then for not more than the cost of the blank books, J'^f P^^es or othe 
materials plus the cost of labor for the actual transcription or copying of data which shall have 
been furnished by the Insured in order to reproduce such books and other records. 

Property other than Money. Secu rities or Records 

In case of loss of, or damage to. any Property other than Money. Securities, books of account or 
other raids orVamagTc'over^ under Insuring Agreement (B)(2). the Underwriter «hf "ot be 
Sable for more than the actual cash value of such Property, or of items covered ""«««'" J"^"""S 
Agreement (B)(2). The Underwriter may, at its election, pay the actual cash value of, replace or 
repair such Property. Disagreement between the Underwriter and the Insured as to the cash value 
or as to the adequacy of repair or replacement shall be resolved by arbitration. 

Elactronie Data Processing Media 

In case of loss of, or damage to Electronic Data Processing Media used by the Insured in its 
business, the Underwriter shall be liable under this bond only if such items are actually 
reproduced by other Electronic Data Processing Media of the same kind or quality and then for 
not more than the cost of the blank media plus the cost of labor for the actual transcnption or 
copying of data which shall have been furnished by the Insured in order to reproduce such 
Electronic Data Processing Media, subject of course, to the applicable Umit of LiabiHty. 

Electronic Data 

In case of loss of Electronic Data, the Underwriter shall be liable under this bond only if such data 
is actually reproduced by other Electronic Data of the same kind and quality and then for not 
more than the cost of labor for the actual transcription or copying of data which shall have been 
furnished by the Insured in order to reproduce such Electronic Data subject, of course, to the 
applicable Limit of Liability. 

However, if such Electronic Data cannot be reproduced and said Electronic Data represents 
Securitias, or financial instruments having a value, including Evidences of Debt, then such loss 
will be valued as indicated in the Securities and other Property paragraphs of this Section. 
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Computation of Loss 

loss has arisen shall likewise be deducted from the Insvired's claimed loss- 

AftSlfiNMENT - SUBROGATION ~ BECOVERY - COOPERATION 



Section 7. 
(a) 



(b) 



(o) 



In the event of payment under this bond, the Insured shall deliver, if so requested by the 
Underwriter an assignment of such of the Insured's rights, title and interest and causes of 
action as it has against any person or entity to the extent of the loss payment- 

In the event of payment under this bond, the Underwriter shall be subrogated to the 
Insured's rights of recovery therefor against any person or entity to the extent of such 
payment. 

Recoveries, whether effected by the Underwriter or by the Insured, shall be applied net of 
the expense of such recovery first to the satisfaction of the Insured's loss in excess of the 
amount paid under this bond, secondly, to the Underwriter as ratmbursement of amounts 
paid in settlement of the Insured's claim, and thirdly, to the Insured in satisfaction of any 
Deductible Amount. Recovery on account of loss of Securities as set forth in the second 
paragraph of Section 6. or recovery from reinsurance and/or indemnity of the Underwriter 
shall not be deemed a recovery as used herein. 



(d) Upon the Underwriter's request and at reasonable times and places designated by the 
Underwriter the Insured shall 

(1 ) submit to examination by the Underwriter and subscribe to the same under oath; 
and 

(2) produce for the Underwriter's examination all pertinent records; and 

(3) cooperate with the Underwriter in all matters pertaining to the loss. 

(e) The Insured shall execute ail papers and render assistance to secure to the Underwriter the 
rights and causes of action provided for herein. The Insured shall do nothing after 
discovery of loss to prejudice such rights or causes of action. 
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HMIT OF UABU »TY UNDER THIP BOND AND PRIOR INSURANCE 

Section 8. 

With respect to any less covered by this bond which 'S ^-^-^l^, ^J^^^^^^^^ 

:.^Sfch Te ;«rio;^^^^^ has not expired at the time any ^^^l; '»^,^«/:""//;^^^^^^^^ 

the total liability of the Underwriter under this bond and under such other bonds or PO'«»es snau 
nnt Said in thraaflreaate. the amount carried hereunder on such loss or the amount availaWe 
rthe?^;ed ^nder'slTothar^^^^^^ or policies, as limited by the terms and conditions thereof, 
for any such loss if the latter amount be larger. 

If the coverage of this bond supercedes in whole or in part the coverage of any other bond or 
ooSiv onnsurance issued by an Insurer other than the Underwriter ertd terminated, canceled or 
aSd ti SpleAhe UndeLiter. with respect to any loss sustained prior to «"<'^ «™7"; 
canceHatlon or expiration and discovered within the period permitted under such other bond or 
pSy ?or S.e iiscovery ot lose thereunder, shall be liable under this bond only for that part o 
sS loss covered by tl!is bond as is in excels of the amount recoverable or "hovered on accoun 
of such loss under such other bond or policy, anything to the contrary .n such other bond or 
policy notwithstanding. 



OTHER INSUi=^NCE OR INDEMNITY 



Section 9* 



Coverage afforded hereunder shall apply only as excess over any valid and collectible insyrance or 
indemnity obtained by the Insured, or by one other than the Insured on Property subject to 
exclusion (q), or by an armored motor vehicle company, or by another entity on whose premises 
the loss occurred or which employed the person causing the loss or the messenger conveying the 
Property involved. 



OWNERSHIP 

Section 10. 

This bond shall apply to loss of Property ID owned by the Insured, (2) held by the Insured In any 
capacity, or (3) for which the Insured is legally liable. This bond Is for the sole use and benefit of 
the Insured named In the Declarations. 

However, coverage provided under the Insuring Agreements of this bond shall be deemed to 
Include amounts which the Insured is legally liable to pay a third party as a direct result of loss 
otherwise meeting the conditions and limitations of this bond. It is understood fay the Underwriter 
and the Insured that the addition of this rider to the bond is not an admission that such coverage 
did or did not already exist under this bond. 
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DEDUCHBLE AMOUNT 



Section 11. 

The Underwriter shall be liable hereunder, subject to the Aggregate Umit of Uablilty oi^ ^"Y sub^ 
SonlyTor the amount by which each and every loss exceeds the Deductible Amount for the 
Insuring Agreement applicable to such loss. 

If a loss is covered under more than one Insuring Agreement, the largest Deductible Amount of 
any one Insuring Agreement shall be applicable to such loss. 

TFRMtNATlON OR CANCELLATION 

Section 12. 

This bond may not be cancelled by the Underwriter or the Named Insured except; «» by the 
UndenJriter In the event of the Named Insured's non-payment of premium; or (i.) in accordance 
with the conditions described in paragraphs {b) or (c) of this clause. 

(a) If the bond Is cancelled by the Underwriter due to non-payment of premium, the 
Underwriter shall deliver to the Named Insured or mail to the Named Insured by 
registered, certified or other first class mall, at the Named Insured's address shov/n 
in the Declarations, written notice stating when, not less than ten (10} days 
thereafter, the cancellation shall be effective. The mailing of such notice as 
aforesaid shall be sufficient proof of notice and this bond shall be deemed cancelled 
as to all Insureds at the date and hour specified In such notice. 

(b) This bond may also be cancelled by the Underv^riter because of a determination of 
any duly authorised governmental authority that continuation of the bond would 
violate, or would place the UndenArriter in violation of, any provisions of the 
applicable state insurance law. 

If the bond is cancelled by the Underwriter due to reasons in paragraph (b) above, 
the Underwriter shall deliver to the Named Insured or mall to the Named Insured by 
registered, certified or other first class mall, at the Named Insured's address shown 
In ^e Declarations, written notice stating when, not less than ninety (90) days 
thereafter, the cancellation shall be effective. The mailing of such notice as 
aforesaid shall be sufficient proof of notice and this bond shall be deemed cancelled 
as to all Insureds at the date and hour specified in such notice. If this bond shall be 
cancelled by the Underwriter, the Underwriter shall retain the pro rata proportion of 
the premium therein. Payment or tender of unearned premium by the Underwriter 
shall not be a condition precedent to the effectiveness of cancellation, but shall b© 
made as soon as practicable, 

(c) This bond may also be cancelled by the Named Insured in the event the 
Underwriter's rating by A.M. Best, Standard (k Poors or Moody's is downgraded by 
two rating grades within the Bond Period* 
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The bond may be canceUed by the Named Insured due to reasons in P^^!™"^ j^^^ 
IbJua bv rnaiUna written notice to the Underwriter ten (10) days before such 
jSlaS'on shtJ'be erc"ive or by surrender of this bond to the "nden^riter -^^^^ 
authorized aoent. The mailing of such notice as aforesaid shall be proof of notice. 
TheTnd iSfod ^^^^^^^^^^ ft the date and hour specHied i'\«"«h n^ ^''^nflilld^v 
date Vnd hour of physical surrender of the bond. If this bond shall be cancelled by 
?hTName5 InsurJ^^ Underwriter shell retain the customary short rate proportion 
of the premium herein, 
(d) This bond shall also be deemed tenninated or cancelled as an entirety: 

(i) immediately upon the taking over of the Insured by a receiver or other 

liauidator or by State or Federal officials; or 
(ii) Immediately upon the taking over of the insured by another institution: or 
(iii) immediately upon exhaustion of the Aggregate Bond Umlt; or 
iiv) immediately upon expiration of the Bond Period as set forth m the 

Oeckarations. 

The Underwriter shall, on request, refund to the Insured the unearned premlurii, 
computed pro rata, if this bond be terminated or cancelled, as provided m sub- 
sections (d) (i) and (li) of this paragraph. 

(e) TJ-.is bond shall be deemed terminated or cancelled as to any Employee or any 
partner, officer or employee of any Processor: 

(1) as soon as the Director of Corporate Risk and/or General Counsel shall learn 
of any dishonest or fraudulent act committed by such person at any time 
against the Insured or any other person or entity, wrthout prejudice to the 
loss of any Property then In transit In the custody of such person* or (2) 15 
days after the receipt by the Insured of a written notice from the 
Underwriter of its desire to terminate or cancel this bond as to such person; 

(1) with respect to Employees, coverage Is automatically reinstated 
provided that the dishonest or fraudulent act did not involve a value 
of more than $2S,000j occurred prior to the Employee's erriployment 
by the Insured; and occurred more than three (3) years prior to the 
discovery of such dishonest or fraudulent act by the Insured. 

Termination of this bond as to any Insured terminates liability for any loss 
sustained by such Insured which is discovered after the effective date of 
such termination. 

(f) This bond shall be also deemed terminated or cancelled as to any Service Bureau: 

11) as soon as the Director of Corporate Risk and/or General Counsel shall learn 
of any dishonest or fraudulent act committed by any partner, director, 
officer or employee of any such Service Bureau at any time against the 
Insured or any other person or entity, without prejudice to the loss of any 
property then In transit in the custody of such person; or 
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Ci, fifteen (1 5) days after the receipt by the insured of a written notice frorn 
Underwriters of their desire to terminate or cancel this bond as to sucn 
person. 

RIfiHTS AFTER TEftMlNATION O R CANCELLATION 



Section 13. 



A* anv tima nrior to the termination or cancellation of this bond as an entirety, whether by the 
^lured oT^rSnderXrLr.^^ may give to the Underwriter notice that it ^e^res und^ 

ti?« bond ai? additional period of 90 days within which to discover loss sustained by the insured 
^ri^r to ie eSeSr^^^^^^ termination or cancellation and shall pay an additional premium 



therefor. 



UDon receipt of such notice from the Insured, the Underwriter shall give its written consent 
tJ,e°etoTprovided however, that such additional period of time shall terminate immediately: 



(a) 



lb) 



on the effective date of any other Insurance obtained by the Insured, its successor^ 
business or any other party, replacing in whole or in part the «7"^«"=«^;f^!J*;J. ^^J*^^! 
bond, whether or not such other insurance provides coverage for loss sustained prior to its 

effective date; or 

upon any talteover of the Insured's business by any State or Federal official or agency, or 
by any receiver or liquidator, acting or sppointed for this purpose without the necessity of 
the Underwriter giving notice of such termination. In the event that such additional penod 
of time is temiinated, as provided above, the Underwriter shall refund any unearned 
premium. 

The right to purchase such additional period for the discovery of loss may not be exercised by 
any State or Federal official or agency, or by any receivsr or liquidator, acting or appointed to 
take over the Insured's business for the operation or for the liquidation thereof or for any other 
purpose. 
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RiDER #1 
SECTION 1 



This rider effective 1 2:01 a.m.. 
Rider number: 600-97-48 

Issued to: FANNIE WIAE 



June 30, 2004 forms a part of 



By: 



National Union Fire Insurance Company of Pittsburgh, Pa- 



it is agreed that: 

1 . The following shall be included as Insured: 

All Employee Welfare or Pension Benefit Plans owned, controlled or operated by the 
Insured. 

2 -Employee" as used in the attached bond shall include any natural person who Is a director 

' Of trustee of the Insured while such director or trustee is engaged in handling funds or 
other property of any Employee Welfare or Pension Benefit Plan owned, controlled o 
operated by the Insured or any natural person who is a tmstee. manager, officer or 
err'pioyee of any such Plan. 

3. If the bond, in accordance with the agreements, limitations and conditions thereof, covers 
loss sustained by two or more Employee Welfare or Pension Benefit Plans or sustained by 
any such Plan In addition to loss sustained by an Insured other than such Plan, it is the 
obligation of the Insured or the Plan Administrator(s) of such Plans under Regulations 
published by the Secretary of Labor implementing Section 13 of the Welfare and Pension 
Plan Disclosure Act of 1958 to obtain under one or more bonds issued by one or more 
Insurers an amount of coverage for each such Plan at least equal to that which would be 
required if such Plans were bonded separately. 

4. In compliance with the foregoing, payment by the Company in accordance with the 
agreements, limitations and conditions of the bond shall be held by the Insured, or if more 
than one by the Insured first named, for the use and benefit of any Employee Welfare or 
Pension Benefit Plan sustaining loss so covered and to the extent that such payment is in 
excess of the amount of coverage required by such Regulations to be carried by said Plan 
sustaining such loss, such excess shall be held for the use and benefit of any other such 
Plan also covered in the event that such other Plan discovers that it has sustained loss 
covered thereunder. 

5. If money or other property of two or more Employee Welfare or Pension Benefit Plans 
covered under the bond is commingled, recovery for loss of such money or other property 
through fraudulent or dishonest acts of Employees shall be shared by such Plans on a pro 
rata basis in accordance with the amount for which each such Plan is required to carry 
bonding coverage In accordance with the applicable provisions of said Regulations. 
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RIDER #1 (continued) 
SECTION 1 

6 The Deductible Amount of this bond applicable to loss sustained by a Plan through acts 

committed by an Employee of the Plan shall be waived, but only up to an amount equal to 
the amount of coverage required to be carried by the Plan because of compliance w/ith the 
provisions of the Employee Retirement Income Security Act of 1974. 

7. A one year discovery period applies to the coverage afforded by this Rider. 

8. Section 1 3., RIGHTS AFTER TERMINATION OR CANCELLATION, of the attached bond 
does not apply to the coverage afforded by this Rider. 

9 Nothing herein contained shall be held to vary, alter, waive or extend any of the terms, 

conditions, provisions, agreements or limitations of the bond/policy other than as above 
stated. 




eSENTATlVE 
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RIDER #2 
SiCTION 1 

This rider effective 12:01 a,m., June 30, 2004 forms a part of 

Rider number: 600-97-48 

Issued to: FANNIE MAE 

By; National Union Fire Insurance Company of Pittsburgh, P8. 

In consideration of the premium charged for this bond, to which this rider is attached, it is 
understood and agreed that said bond shall be amended as follows: 

1 . This bond is extended to include the following Insuring Agreement (H): 

SiRViCIWG CONTRACTORS 

(H) Loss resulting solely and directly from one or more dishonest or fraudulent acts by 
a Servicing Contractor whether committed alone or in collusion with others, which 
acts are committed by the Servicing Contractor with the manifes t intent, 

(a) to cause the l.nsMr^d to. sustain^such jossj jind^^ 

(b) toj^ainjhiemby.ari im^rpaer per$.pnai. financial benefit for the„ Servicing 

Contractor, 

/' 
and which acts in fact result in the Seryicing Contractor obtaining such benefit. 

Salaries, commissions, fees, bonusest promotions, awards, profit sharing, pensions 
or any other benefits of a type which may be earned in the normal course of 
employment or performance of a servicing contract shall not constitute Improper 
personal financial benefit. 

2, The term Servicing Contractor shall mean a natural person, partnership, corporation, 

limited liability company, real estate investment trust or other entity |pd their 
employees, duly authorised by the Insured (Fannie Mae) under written agreement 
with the Irisured to perform servicing activities, including any of the following with 
respect to mortgage loans owned by the Insured and other types of loans the 
Insured is authorised by its charter to own; 

(a) colJecting and recording borrower payments and remitting same to the 
Insured; 

(b) taking actions permitted under the terms of the loan to preserve and protect 
the loan security property and the lien thereon; 

(c) administration of escrow accounts; 

(d) handling borrower inquiries and requests; 

(e) enforcing borrower covenants contained in the loan documents; 

(f) exercising default remedies for the Insured and otherwise managing 
delinquent loans; 



Case 1 :05-cv-02462-RMU-AK Document 1 Filed 1 2/23/2005 Page 70 of 77 



(g) 



RIDER #2 (Qontinued) 
SECTION 1 



managing loan security property owned by, or under the supervision or 
control of, the Insured; 



(h) disposing of loan security property; or -„»„*ja,4 

(i) other acte similar or related to any of the above or to the objectives .mended 
to be served by any of the above; 

but only while ^uch natural person, partnership, coiporation. limited «f,fj"^^^^^ 
estate Investment trust or other entity or their employees is acttially P«rf°^'"9 ^^^^^ 
services within the United States of America, the U-S, Virgin Islands, 6"^";' f ^^^^^^ 
or Canada and NOT while acting In any other capacity, whether on behalf of the Insured or 
otherwise, including but not limited to the making of any real estate ';"!^'^9f 9\^^^ !\^"J 
improvement loans; provided that such Servicing Contractor is named in the Schedule. 
Each such Servicing Contractor and their partners, officers and employees shall collectively 
be deemed to be one person for all purposes of the coverage provided by this Insunng 
Agreement* 

SCHEDULE 
The schedule of Servicing Contractors covered by this Insuring Agreement is as follows: 
NArglE LQCATtON SERVICING VO LUME AS AT 

Schedule of Servicing Contractors Is waived 

3. In addition to the Exclusions in the attached bond, the Servicing Contractors Insuring 
Agreement does not cover: 

(a) loss resulting directly or Indirectly from any dishonest or fraudulent acts of any 
Servicing Contractor except when covered by Insuring Agreement (A), or except 
when covered by the Servicing Contractors Insuring Agreement; or 

(b) loss resulting from the insolvency, banknjptcy or taking over by a receh/er or other 
liquidator or by State or Federal Officials of any depository institution, unless such 
depository is a Servicing Contractor covered under this bornJ and unless such 
insolvency, bankruptcy or taking over results from fraud or dishonesty of officers or 
employees of such depository Institution; or 

(c) loss through the failure of any Servicing Contractor covered under this bond to 
collect or receive Money for the account of the Insured, any agreement between 
such Servicing Contractor and the Insured to the contrary notwithstanding; or 
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(d) 



(ei 



RIDER #2 (cont'irtu«d) 
SECTION 1 

loss of Money collected or received for the account of the Insured by any Servicing 
contractor co'le^^^ under this bond unless euch Servicing Contractor is legally J.abte 
to the Insured on account of the loss of such Money: or 

lose resulting directly or indirectly from the complete or partial non-payment of , or 
default upon! any loan or transaction In the nature of a loan or ^^'tens.o" of cred't 
made to a Servicing Contractor, including any such loan or transact, on « jabhsh«J 
to provided funds for interim financing or "warehousing" of mortgage loans, 
whether procured in good faith or through fraud of false pretenses or to*^ resultmg 
directly or indirectly from the failure of the Servicing Contractor to pay over 
Property held as security for any such loan or transaction, and 
NOTWITHSTANDING Exclusion (a) of this bond. 

4. By adding to Conditions and Umitations. Termination or Cancellation. Section 12„ the 
following: 

This bond shall be deemed canceled as to any Servicing Contractor (a) Immediately upon 
discovery by the Insured of any dishonest or fraudulent act on the part °^ such Seryicjng 
Contractor unless within five days after discovery of such act. the Insured shall give the 
Underwriter written notice thereof and in such event this bond shall be deemed canceled 
as to such Servicing Contractor at the expiration of thirty days after such discovery of 
such act. or (b) at 12:01 a.m. as aforesaid, upon the effective date specified in a wntten 
notice served upon the Insured or sent by mail. Such date, if the notice be served, shall be 
not less than thirty days after such service, or if sent by mail, not less than thirty-f ive days 
after the date of mailing. The mailing by the Underwriter of notice, as aforesaid, to the 
Insured at its Principal Office shall be sufficient proof of notice. 

5. By adding to Conditions and Limitations, Ownership, Section 10.. the following: 

This bond does not afford coverage in favor of any Servicing Contractor, and upon 
payment to the Insured by the Underwriter on account of any loss for which such 
Contractor is liable to the Insured, an assignment of such of the Insured's rights and 
causes of action as it may have against such Contractor by reason of such liability shall, to 
the extent of such payment, be given by the Insured to the Underwriter, and the Insured 
shall execute all papers necessary to secure to the Underwriter the rights herein provided 
for. 

6. Nothing herein contained shall be held to vary, alter, waive or extend any of the terms, 
conditions, limitations or provisions of the attached bond/policy other than as above 
stated. 
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RiDER #3 
SECHON 1 



This rider effective 12;01 a.m.. 
Ridar number: 600-97-48 

issued to: FANNIE MAE 



June 30, 2004 forms a part of 



By: 



National Union Fire Insurance Company of Pittsburgh, Pa. 



In consideration of the premium charged for this bond to which this rider Is attached. It is 
understood and agreed that said bond shall be amended as follows: 

1 . This bond is extended to Include the following Insuring Agreement (l)t 

PQRfiED AMD FRAUDULENT MORTGAGES 

(1) Loss resulting directly from the Insured having in good faith and in the ordinary 
course of business purchased any Mortgage Loan which proves to: 

(a) be based upon an original Mortgage, deed of tnist, or other instrument 
creating or discharging a first or second lien upon real property, which bears 
a forged signature of any person signing in a material capacity, or which has 
been fraudulently altered in material sense or which is lost or stolen, or 
which is counterfeited; or 

|b) be fraudulently made upon real property which does not In fact exist; or 

(c) be fraudulently made in the name of a person who is in fact fictitious; or 

(d) be fraudulently made in the name of a person who does not have title to the 
real property securing such mortgage loan; or 

(e) be based upon the fact that the Mortgage Loan has also been sold or 
pledged to another party, in whole or in part; or 

{f ) be based upon the fact that the Mortgage Loan has previously been sold to 
the Insured, in whole or in part; or 

(g) which prove to have been defective by reason of the signature thereon of 
any person having been obtained through trick, artifice, fraud or false 
pretenses or the signature on the recorded deed conveying such real 
property to the mortgagor or grantor of such mortgage or deed of trust 
having been obtained by or on behalf of such mortgagor or grantor through 
trick, artifice, fraud or false pretenses- 

2. By adding to Conditions and Limitations, Definitions, Section 1., the following: 

^Document Custodian'* shall mean an independent third party, designated by the Insured 
to act as custodian of the Mortgage Loan file pursuant to a written custodial agreement. 

"Mortgage- shall mean the mortgage, deed of taist, or other instnjment creating a first or 
second lien on an unsubordinated estate in fee simple In real property securing a mortgage 
note. 
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RIDER #3 (continued) 
SECTION 1 

"Mortgage Loan' shall mean an individual mortgage loan P"^?h.««f^^/ *^J"'"™i^^^^^^^^ 
shaH be deemed to include the original mortgage note and ong.nal Mortgage or deed of 
toTs in recordable form together with all other documents included .n the Mortgage Loan 
JlTe delivered to the Insured or its designated Document Custodian upon purchase. 

3. in addition to the Exclusions in the attached bond, the Forged and Fraudulent Mortgages 
Insuring Agreement does not cover: 

(a) loss resulting from acts committed subsequent to the purchase of Mortgage Uans 

(b) k>^ss resulting 'from acts committed prior to purchase of Mortgage Loans by the 
Insured, except as defined by this Insuring Agreement; . ^ ^. , .„^ „,. 

(c) loss resulting solely from any negligent act or error or omission by the Insu ed or 
any of its agents, including the failure to satisfy the legal procedures required to 
complete an effective transfer to the Insured of any Mortgage Loan under the 
Uniform Commercial Code or real property law of the applicable state and/or 

equivalent Federal statute; ^ ■ ^r 

{d) loss resulting from the insolvency, bankruptcy, or taking over by a receiver, 
liquidator. State or Federal Officials of any Institution originating Mortgage Loans to 
the Insured, unless otiierwlse covered under this Insuring Agreement. 

4. The following warranty applies in respect to this Insuring Agreement (I): 

WARRA^^^Y 

it is a condition precedent to the insured having in good faith purchased any Mortgage 
Uan that the Insured shall not have released any funds prior to having received each 
Mortgage Loan or Participation Agreement or having received a certification or receipt from 
its designated Document Custodian. 

5. Coverage afforded by this rider shall only apply as excess over all valid and collectible 
insurance or indemnity obtained by the Insured or by any originator of Mortgage Loans or 
by any Document Custodian and when all other recoveries or sources have been collected. 

6. It is understood and agreed that, with respect to this Insuring Agreement, one deductible 
will apply to any batch of fraudulent mortgages, if resulting from a single fraudulent act or 
related fraudulent acts, rather than having the deductible apply per individual mortgage. 

7. Insuring Agreement (E) SECURITIES, Section {!) {c), is hereby deleted in its entirety. 

8. Nothing herein contained shall be held to vary, alter, waive or extend any of the terms, 
conditions, limitations or provisions of the attached bond/policy other than as above stated. 




SENTATIVE 
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RIDiR #4 
SECTION 1 

This rider effective 12:01 a.m., June 30. 2004 forms a part of 

Rider number: 600-97-48 

Issued to: FANNIE MAE 

By; National Union Fire Insurance Company of Pittsburgh, Pb. 

It Is agreed that: 

X Section 1., Definitions, paragraph (f) Is extended to include any such person who resigns 
or retires from the Insured during the bond period; 

provided^ however, that this extension applies only: 

{[) for a period of 90 days subsequent to such resignation or retirement (but not 

beyond the date of expiration or termination of the bond); 
(ii) if such resigrtation or retirement has not arisen from or in connection with the 

discovery by the Insured of any actual or alleged dishonest, fraudulent, 

unauthorized or criminal act(s) of such person. 

In consideration of the granting of this extension, the Insured agrees that any deletion 
from their ^Authorized Signatures" list will be sent to their con-espondents within 30 days 
following the withdrawal of such authority; and that an "Authorized Signatures" list will be 
reviewed and sent to correspondents annually. 

Failure to comply wkh this requirement due to circumstances beyond the Insured's control 
will not void coverage under this extension- This agreement remains subject to the 
provisions Section 12., Termination or Cancellationi and also to all other bond terms and 
conditions. 

2- Negotiable mortgage notes in which the Insured has an interesti while in the custody of a 
Transportation Company in a conveyance other than an armored motor vehicler shall be 
deemed covered Property under the ON PREMISES and IN TRANSIT Insuring Agreements, 

3* Home Star Mortgage Services, LLC is considered a covered servicer under Insuring 
Agreement (H), SERVICING CONTRACTORS. 

4. Nothing herein contained shall be held to vary, alter^ waive or extend any of the terms, 
conditions, provisions or limitations of the attached bond/policy other than as above 
stated. 
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RIDER #5 
SECTION 1 



This rider effective 12:01 a.m.. 
Rider number: 600-97-48 

Issued to: FANNIE MAE 



June 30, 2004 forms a part of 



By: 



National Union Fire Insurance Company of Pittsburgh, Pa. 



WASHINQTON, D-C. AMENDATORY 
CANCELLATI0N/N0N-REN6WAU 

Wherever used In this endorsement: 

1) '^wfe'*, "us'', "our", and -Insurer*' means the insurance company which issued this policyj 

2) ^you% ''your% -named lnsured^ "First Named !nsured^ and ^Insured'' mean the Named 
Corporation, Named Organization, Named Sponsor, Named Insured, or Insured stated in the 

Declaration page? and . . ,. ^ 

3) -'Other Insured(s)* means all other persons or entities afforded coverage under the policy. 

In consideration of the premium charged, it is understood and agreed that the cancellation/non- 
renewal provisions of this policy are amended to read as follows: 

A) CANCELLATION 

If this policy has been in effect for thirty (30} days or more, the Insurer may cancel this 
policy only if one or more of the following reasons apply; 



1) 
2) 



3) 



Insured has refused or failed to pay a premium due under the terms of the policy; 
Insured or Other Insuredts) have made a material and willful misstatement or omission 
of fact to the Insurer or its employees, agents or brokers In connection with any 
application to, or claim against the insurer; or 

Property or other interest of the Insured shall have been transferred to a person other 
than the Insured or beneficiary, unless the transfer is permissible under the terms of 
the policy, or unless the property, interest or use thereof shall have materially 
changed with respect to its Insurability. 

The Insurer will mail or deliver to the named Insured notice of cancellation at least thirty 
(30) days prior to the date of cancellation. For cancellation as described under 2) and 3J 
above, the Insurer will mail or deliver a copy of the notice to the Superintendent of 
Insurance at least thirty (30) days before the date of cancellation. 
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RIDER #S (continued) 
SECTION 1 



B) NON'RENEWAL 



If the Insurer decides not to renew this policy, the Insurer w.H ma.l °r deliver to the narned 
Lured the Insurer's notice of non-renewal at least thirty 130) days before the end of the 
Dollcv period. The Insurer wlH mail or deliver notice of cancellation or non-renewal to the 
agent or broker at least five <5J days prior to the Insurer's mailing of notice to the named 



Insured. 



The Notice of cancellation or non-renewal will be mailed or delivered to the Insured s last 
known address and will include the reason(s} for cancellation or non-renewal. The envelope 
containing the notice shall be labeled -Important Insurance Notice" in at least 18 point type 
or larger. 



ALL OTHER TERMS. CONDITIONS AND EXCLUSIONS REMAIN UNCHANGED. 




RESENTATIve 
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Electronic and Computer Crlm© Policy 

(Edition of December, 1 993) 

SECTION 2 

Policy No. 600*97-48 

NATIONAL UNION FIRE INSURANCE COMPANY 

OF PITTSBURGH, PA. 

A Capital Stock Company 

ADMINISTRATIVE OFFICES 

70 PINE STREET, NEW YORK, N.Y, 10270 

{Herein Called the Underwriter) 

DECLAftATIONS 



Item 1 NAME OF INSURED: FANNIE MAE and all wholly owned or majonty owned 
Item 1 . NAMt ut- m^ subsidiary companies or corporations as now or hereinafter 

constituted or acquired, and notified to Underwriters hereon 
with the provisions of Oeneral Agreement B of Financial 
Institution Bond and General Condition (C) of Electronic 
and Computer Crime Policy, and all Pension Plans or Trusts 
and Employee Welfare Plans or Trusts now or hereinafter 
owned and controlled by the Insured and all as agreed by 
Underwriter hereon. 

Principal Address: 3900 Wisconsin Avenue N.Wm 

Washington, DC 20016-2899 

Item 2- POLICY PERIOD: from 1 2:01 a,m, on June 30, 2004 to 1 2:01 a.m. on June 30, 2005 
Item 3. PREMIUM: As Agreed 

Item 4. APPLICATION FORM: The Application Form together with any correspondence relative 

thereto signed by or on behalf of the Insured shall be the basis 
of the insurance. 

Item 5- AGGREGATE POLICY LIMIT: $60,000,000 combined for Sections 1 and 2 
Item 6. SINGLE LOSS LIMIT: 

The Limit of Liability under this Policy for any Single Loss subject to the Aggregate 
Policy Limit and subject to General Condition (H), shall be $25,000,000. 



25 



